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In Politics All the Time 


That is where the business man is and that is where 
he must be, in the opinion of the author, unless he 
wishes to be a push-over for professional politicians. 


By HERBERT COREY 


of a business man in Washington, 
D. C., pulled at his coat tails: 

“Here is a list of the old men you 
should fire on January lst,” said the 
bookkeeper. “I have it all ready for 
you.” 

“I am not going to fire anyone,” 
said the business man. 

He explained to his bookkeeper that 
for the first time since 1929 he was 
out of the red. Not far out. Not so 
far out that he could not see a sullen 
glow out of the corners of his eyes. 
The men she wanted to fire had been 
with him for years. He owed loyalty 
to them. 

“You have forgotten the Social Se- 
curity Act,” said she. “It will take 
1 per cent of your payroll in January, 


[* December, 1935, the bookkeeper 


and 2 per cent in the next January, 
and 3 per cent all the other Januaries 
tocome. You cannot carry the load if 
you have another slump.” 

“T’ll try to carry it,” said he. 

But it started him thinking. For 
the first time he realized that he had 
been in politics all his life. He had 
not known it. He had believed him- 
self to be as aloof from practical poli- 
tics as a black-face muskrat trapper in 
a Louisiana swamp. As a citizen of 
the District of Columbia he had had 
no vote. He had been sexless in poli- 
tics. He had been content to let Con- 
gress run his affairs for him. If he 
had been a little more active with the 
Congressmen he knows he might have 
been able to make himself heard, for 
some of his men live in Maryland and 
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some in Virginia and they all have 
votes. 

“And if it comes to a showdown I 
can move,” said he, “and get a vote 
for myself.” 


B Bord day he read the hullaballoo 
kicked up by Edward F. Hutton’s 
suggestion that business men come to 
Washington and make themselves 
heard. It is true that the response 
from some business men was about as 
resonant as a kicked pumpkin, but 
others adopted a more aggressive at- 
titude. 

Clinton L. Bardo, president of the 
National Association of Manufac- 
turers, declared that “industry much 
against its will has been forced in 
sheer self-defense to enter the political 
arena or be destroyed as a private en- 
terprise. The normal problems 


of depression have been magnified 


many times by a devastating 
attack by economic crackpots, labor 
demagogues, and political racketeers.” 

The Chamber of Commerce of the 
United States declared that by a 
thirty-five to one vote its members had 
opposed recent trends in legislation. 

Sloan of the General Motors—and 
they do not come any bigger—warned 
industry that “Its responsibilities are 
broadening. If this responsi- 
bility is not assumed and discharged 
within industry, it is bound to be 
superimposed from without.” 

In this connection “without” means 
the Federal government. A score of 
the other leaders in industry and com- 
merce were not afraid to stand up and 
be counted. For the most part their 
organizations supported them. But 
the fact is, and those who doubt are 
invited to read the lily-livered state- 


ments of many of the other men who 
head industries and operate factories, 
American business men as a whole 
showed no disposition to stick their 
necks out in politics. They feared 
that odd things would happen to their 
taxes. They were afraid they would 
be bedeviled by government agents. 
They asked to be let alone with a 
fervor that cannot be denied. But 
they asked behind closed doors. If 
indications are to be trusted, most of 
them—well, anyhow, many of them— 
would follow the pussyfoot trail of the 
past and, when the collectors knock 
on the door, give to the campaign 
funds of both the parties: 

“We like to play safe,” they say. 


HEY Say it with a smirk, too, and 

really make themselves believe 
they are doing something smart. But 
when they give to both parties they 
are doing something colossally stupid. 
They do not fool anyone. The party 
chiefs know they are giving to both 
parties. The chiefs owe no debt of 
gratitude for no question of loyalty is 
involved. Politics is not conducted on 
a high ethical plane, anyhow. If it is, 
then I have been fooled, and I have 
been around politicians most of my 
life. The gravy goes to the man who 
has something to deliver and says so 
at the top of his voice and with his 
two fists. He is in a triply strong 
position if he can also take something 
away. As for the man who thinks he 
can stand in with both sides— 

The American politicians have a 
word for him. It’s “sucker.” 

The Anti-saloon League in its day 
was the most compelling political 
force this country has ever known. 
Did it ever give a thin dime to a politi- 
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Or did it split a dime and 
drop a nickel in two pots? Not so 
the politicians could notice it. If it 
had done that foolish little trick it is 
quite possible that not a single state 
legislature would ever have adopted a 
resolution favoring the prohibition 
amendment to the Constitution. The 
Anti-saloon League leaders hit the 
professional politicians hard over the 
head with the only club they can feel. 
It is stuffed with votes. 


cal pot? 


etn B. Wheeler in his prime 
knew as much about practical 
politics as Charley Murphy and Boies 
Penrose and George B. Cox and all 
the rest of the practical lads put to- 
gether. They used to say to him with 
tears in their eyes: 

“You wouldn’t desert the Grand 
Old Republican Party would you, 
Waynie?”’ 

Or the Fine Old Democratic Party, 
as the case might be, and Mr. Wheeler 
would utter a phooie that had the 
shocking power of a .45 calibre bullet 
from behind a hedge. “Phooie,” Mr. 
Wheeler would say again. “Are your 
men going to vote my way? Because 
if they do not vote my way I shall 
hang their hides on the clothesline.” 

So they voted his way. It is im- 
probable that during the years in 
which he made the Anti-saloon 
League successful he ever had a ma- 
jority of the voters with him in a 
single congressional district. It is 


doubtful if at that time he ever had a 
majority of the voters in a single state 
legislative district. But he had a little, 
devoted, solid, unshakable body of 
voters who would leap over party lines 
every which-way to elect legislators 
who would vote right on the prohibi- 
tion issue. The league had a memory 
like a bull elephant, too. If a man 
elected to office by the league forgot 
his pledge when voting time came the 
league could be depended on sooner or 
later to put him in the ash barrel. By 
and by the league had so many legisla- 
tors voting its way— 

Every one knows what happened. 
No use wasting space on it. 


Si 74th Congress enacted a 
Social Security Law. Its merits 
will not be debated here. It might be 
remarked that Gustav Hartz, who was 
at one time a labor leader in Germany 
and supported the social security leg- 
islation there at the outset, has warned 
the United States in an article in the 
Nation’s Business against stumbling 
into the mistakes that Germany 
stumbled into. He says it is a miss. 
It has made more trouble than any 
other one thing and I doubt if he ex- 
cepts Hitler. But that is not the point 
I wish to stress. 

Whether the Social Security Act is 
sound is not here being considered. 
What is importart is that no voice 
was lifted against it that the poli- 
ticians felt must be listened to. If 


e 


If it is, then I have been fooled, and I have been around 


q “Poxitics is not conducted ona high ethical plane, anyhow. 


politicians most of my life. 


The gravy goes to the man 


who has something to deliver and says so at the top of his 


voice and with his two fists.” 
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some man had appeared before a com- 
mittee of Congress and said in effect: 
“We do not think this is sound legis- 
lation. We think we can prove it to 
be unsound. We ask that it be held 
up until it can be studied. If you do 
not agree to this fair and mild request 
we are in a position to defeat a great 
many of you when you come up for 
reélection. .” That voice would 
have been listened to. 

The “death sentence” act was 
fought bitterly by the utilities affected. 
They did succeed in obtaining a few 
mitigations which in fact did not make 
the act any less dangerous to the 
sound and honest companies which 
make up the almost overwhelming ma- 
jority of the utility industry. The 
men who fought that act had previous- 
ly labored under the wholly erroneous 
assumption that the average congress- 
man votes yes or no on a bill according 
as he judges it to be “good” or “bad.” 
Sometimes some of him does. For 
the most part he is bound to consider 
whether or not it is to be rated as 
“good politics.” On this occasion, 


however, the utilities did appeal to the - 


people back home and this time Con- 
gress sat up and took notice. 


F Nyse or Congressman wants 
to be reélected, or he wants to be 
considered “regular” and a possibility 


for a higher office. The persistent 
and unfair and largely untruthful 
campaign conducted against the utili- 
ties in the last few years has made it 
good politics to be against the utilities. 
There is no use in blinking that fact. 
Every one with eyes in his head 
knows it. The utilities have attempt- 
ed to rebut by stating facts. They 
should be ready to tell their story with 


votes. Facts and law belong to the 
courts. In the political arena votes 
alone count. The business man who 
prides himself on keeping out of poli- 
tics merely misunderstands his posi- 
tion. He is in politics and he cannot 
keep out. If he does not do anything, 
he is as much of a floater as a two- 
dollar voter on the water front. 

It is true that this general rule hard- 
ly applies to the 74th Congress. 
There is no better illustration of the 
effect on Congress of the exceptional 
conditions that then existed in the na- 
tion than the history of the Tennessee 
Valley Act. For more than a decade 
U. S. Senator George W. Norris, 
solidly backed -by the advocates of 
government ownership, had tried to 
induce Congress to go into the public 
ownership and operation of the 
Muscle Shoals plant and had failed. 
The owners of utility securities were 
able to make their opposition to the 
project felt in the only way in which 
opposition is felt by men in politics. 
They threatened to vote against the 
men who supported Norris’ plan. It 
is perfectly true that in Nebraska and 
some of the other states public owner- 
ship became a popular issue, but the 
weight of opinion throughout the 
country was against it. Norris failed 
to get his bills through Congress. 


Bonny came the world panic. Vari- 
ous utility magnates were caught 
off their ethical bases. Others had 
gone lamentably cockeyed during the 
stock boom and those who lost money 
on their stocks wanted revenge. Con- 
gress practically abdicated to the Ex- 
ecutive. In spite of all these factors 
the Tennessee Valley Act was made 
into law not as the first step toward 
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Politics, the Supreme Law of the Land 


“oo we like the hearing of it or not, politics is the 
supreme law of the land. The United States is—or ts 
supposed to be— a democracy, and democracies are responsive 
to the will of the majority. That will is molded in many dif- 
ferent ways, but I have yet to hear of it being affected by silence. 
The man or the business who manifests a capacity for ‘taking 
i? without giving any of it back will go right on getting it 
until the end of the chapter.” 





country-wide public ownership of util- 
ity operations—which it undoubtedly 
is—but as a great humanitarian and 
cultural experiment. It is very prob- 
able that it would have been accepted 
as-is under the conditions that then 
prevailed, but it is obvious that its 
backers did not then dare to be candid 
about its purposes. The security hold- 
ers who were threatened with the loss 
of the whole or a part of their invest- 
ments might have promised effective 
reprisals at the polls. The clandestine 
policy of the TVA backers is shown 
by the fact that a year after the Ten- 
nessee Valley Act had been passed Dr. 
Arthur E. Morgan assured the Mili- 
tary Affairs Committee of the House 
that : 

“This is primarily a navigation act. 
Navigation is its primary purpose. 
Power is only one of its purposes and 
not a major purpose.” 

Even at that late date he was afraid 
of the voters. When the Death Sen- 
tence act was under consideration the 


leaders of the utility industry present- 
ed cogent and well-reasoned argu- 
ments against it. So far as I know 
no statement of fact made by them 
was ever impugned. 


|: ye the fury of the supporting 
Congressmen was directed to- 
ward Dr. Hugh S. Magill of Chicago, 
who had organized the Association of 
Utility Investors, the purpose of 
which was to rally voters who were 
also owners of stocks and bonds to 
protect themselves at the polls. Noth- 
ing could be said against Magill’s 
character, but the agents of Con- 
gress demanded that he turn over to 
them letters written by his wife. He 
defied them and the attempt was 
dropped. It is at least a reasonable 
assumption that a reaction at the polls 
was feared. Magill was using on the 
politicians the only weapon they under- 
stand. He was training the members 
of his association to go to the polls. 
In normal times there are many con- 
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gressional districts in which the shift 
of a few votes would make all the dif- 
ference between chicken and feathers 
to the representative in Congress. 

There is no more authoritative cor- 
respondent in Washington than Ar- 
thur W. Krock of the New York 
Times. In a recent dispatch he 
glanced at the political background of 
the fight between the utilities and the 
administration. The leaders of the 
industry had been content to accept 
regulation. They were as anxious to 
prevent the recurrence of abuses as 
any of their opponents could be. But 
the administration would not stop 
short of capital punishment. This 
“served partly to explain why the bulk 
of the holding companies could not 
be induced to conform to the least 
obnoxious part of a law which they 
believe comes not from their regula- 
tors but their executioners.” 


M®* Krock tells of an effort to 
win peace “when the utilities’ 


representatives held out an _ olive 
branch to the very President whose 


agents’ assurances they will not now- 


accept because of their feud with him. 
That was when, as is not generally 
known, their representatives placed 
on his desk an itemized list of $3,- 
000,000,000 in industrial projects 
which the utility industry was willing 
‘ to begin expending if the proposed 
act would stop at regulation. Three 
billions, financed in the then slowly 
convalescing capital market and spent 
in the still lagging heavy industries 
market, was a high stake in recovery.” 

But the President refused to yield. 
This finally convinced the leaders that 
—to use Mr. Krock’s words—“no 
bait, legitimate or otherwise, could 


swerve him.” The next definite step 
was taken when the utilities’ leaders 
declined to permit the Attorney Gen- 
eral to make his own selection of a 
single case in which the Supreme 
Court should be asked to rule on the 
constitutionality of the Death Sen- 
tence law. The Washington Post has 
said editorially that the utility leaders 
did not play a sportsmanlike part in 
refusing to give the government so 
much advantage. But the government 
had not hesitated to take advantage 
of every opening. No one has sug- 
gested that the administration has 
been sportsmanlike. As Mr. Krock 
says: 

“Those who want recovery will de- 
plore a vengeful spirit in government 
agencies against the industries over 
which they sit as judges.” 


RANK R. Kent uses less-guarded 

language when he speaks of these 
government agencies as bullies, and 
quotes the joker in the Guffey Coal 
Act which requires every man who 
wishes to sell to the government to 
make sure that every man with whom 
he deals has obeyed that act, the con- 
stitutionality of which as I write is 
regarded as questionable. It was this 
bill the President urged be passed 
“even if there is some doubt as to 
its constitutionality.” The same spirit 
was manifested by the NRA, whose 
little-minded agents would have boy- 
cotted every man who did not accept 
their irresponsible dicta as law. They 
boycotted Henry Ford and his sales 
went up. 

Whether we like the hearing of it 
or not, politics is the supreme law 
of the land. The United States is— 
or is supposed to be— a democracy, 
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and democracies are responsive to the 
will of the majority. That will is 
molded in many different ways, but 
I have yet to hear of it being affected 
by silence. The man or the business 
who manifests a capacity for “taking 
it” without giving any of it back will 
go right on getting it until the end 
of the chapter. 


I Mr. Krock is right, the utilities 
are finally beginning to defend 
themselves. After having failed in 
an effort to substitute regulation for 
decapitation when the act was being 
framed they are now doing what 
American citizens, free, white, and 
twenty-one, have the right to do and 
have taken their affairs into politics. 
At least that is my interpretation of 
Krock’s remarks when he wreathes 
some significant truths in words of a 
Machiavellian subtlety : 


How anxious are the holding companies 
for a (court) decision at a time when 
Congress stood by in Washington to re- 
pair any damage the act might have sus- 
tained in the courts? Their political ex- 
perts can, and doubtless have, told them 
that even if the President is reélected he 
will probably not again have a Congress 
through which he could force regulation 
as harsh as-in the current act. Therefore 
it would be politically wise to postpone 
the favorable court decision utility lawyers 
confidently expect to a time when the 75th 
Congress will have adjourned. Every one 
knows the President wants it out of Wash- 
ington by Easter. And if the law is to 
be upheld, it will be no worse for the 
companies to find that out after adjourn- 
— or after the Presidential election of 


= 


The business man who thinks he 
can avoid getting into politics merely 
does not understand his own position 
or the history of his country. If he 
wishes to be a push-over for profes- 
sionals he can keep his mouth shut, 
stay away from meetings at which 
his industry is being discussed, refuse 
to sign protests or demand hearings, 
and his ambition to wear round heels 
will be abundantly granted. But he 
should at least know that the practice 
of politics is the very breath of our 
democratic life. 


6 Bs American Constitution was 
built by men who were politicians 
to the last hair of the last periwig. 
Its clauses were hammered out on the 
anvil of politics. It has been amended 
by politicians and for reasons which 
in their essence were political. It has 
stood the test of time, hard knocks, 
horse-and-buggy riders, prosperity, 
and depression better than any other 
written document outside of the Bible. 
If it had been handed down by a 
Sanhedrim of the Brighter Minds 
with which we have been pestered 
lately it would not—in all probability 
—have lasted long enough to get to 
the printer. It is what it is and of 
the excellence it is for the one reason 
that it is a political document and as 
such expressive of the best thought 
of the best men of its various days. 

When their best thought did not 


wants to be considered ‘regular’ and a possibility for a 


q “A SENATOR or Congressman wants to be reélected, or he 


higher office. 


The persistent and unfair and largely un- 


truthful campaign conducted against the wtilities in the 
last few years has made it good politics to be against the 


utilities. 


There is no use in blinking that fact.” 
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meet with the approval of the not 
very vocal voter, who works in his 
back shop and thinks as he works, it 
did not get into the Constitution. If 
the voter found he had been fooled 
after it got in he took it out again. 
But whatever was done was worked 
out in discussion and protest-signing 
and demanding and fist shaking. Per- 
haps that is not a pretty process, but 
it is politics and that is the way things 
are done in a democracy. But noth- 
ing is accomplished by the voter who 
goes into the cellar and pulls the 
featherbed over him when the wind 
blows. The best he will get is that 
the house may not blow down. 


obs necessity of our active partic- 
ipation in politics was pointed 
out recently by E. Hilton Jackson, a 
well-known attorney of Washington, 
D. C., in a paper on “The Constitu- 
tion and Politics.” After tracing the 
document through the years he ob- 


served that the deliberations of the 
constitutional convention under the 
respective leadership of Hamilton and 
Jefferson “foreshadowed the debate 
not yet ended between the merits of 
a strong central government on the 
one hand and the rights of sovereign 
states on the other.” Again he com- 
mented on the excellence of our two- 
party system in existence from the 
foundation of the republic. 

While this system has precipitated parti- 
san discussion into every program for con- 
stitutional reform, it at the same time made 
it possible to alter the original document 
by way of response to political and eco- 
nomic trends without resort to revolution. 
The distinguishing merit of the two-party 
system becomes obvious as we witness the 
utter extinction of any formidable political 
opposition in Europe, with the resultant of 
Bolshevism, Nazism, and Fascism. 

The evidence is all in favor of the 
duty that rests upon the business man 
to play his part in politics. But he 
must recognize that he is in politics 
whether he plays his part or not. 





Rushees for the Utility Fraternity? 


Is Uncle Sam busy thinking up new candidates for the Public Utility 


Club? The Washington (D. C.) Herald credits Dr. Walton Hale 
Hamilton, head of the consumers’ division of the National Recovery 
Administration (Oh yes, NRA is still doing business at the old stand 
but somewhat sotto voce), with planning “soon to place before 
President Roosevelt: the suggestion that the government make milk 
a public utility such as water, gas, and electricity.” Business Week, 
on the other hand, says “the finished report will recommend public 
utility regulation or semi-regulation” (whatever that may be) of the 
ice business and “urge lower prices for ice boxes.” However, The 
Consumer, published in Uncle Sam’s own Printing Office and probably 
the official organ of the consumers’ division, NRA, says that all this 
is “news to us, too.” A certain editor of a certain magazine de- 
voted to utility regulation, who spent $1.25 (cash) for a book on 
dairying will be fit to be tied when he hears that it’s all a false alarm. 
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The Sword over the Utility 
Holding Companies 


Some thoughts on the death sentence in the Public Utility 

Act declared unconstitutional in a district Federal court 

in a case on its way to the Supreme Court for final deter- 
mination of the validity of the act. 


By ALBERT C. MUHSE 


N November 7, 1935, Federal 
() District Judge William C. 

Coleman handed down an 
opinion to the effect that the Public 
Utility Holding Company Act ap- 
proved by the President last August 
is unconstitutional." A storm of con- 
troversy has arisen since then and at 
this writing it does not appear that it 
will be settled soon. The Supreme 
Court, as usual, will have the final 
word unless Congress, by less likely 
chance, beats the court to the job by 
amending the act. 

I do not propose in this article to 
discuss the validity of the questioned 
statute, but I do think that it would 
serve some purpose if the background 
of this remarkable legislation were 
more clearly exposed to the daylight 
of public appreciation. After all, 
whether or not the present law is con- 
stitutional is not the absolute criterion 


1In Re American States Public Service Co. 
(1935) 10 P.U.R.(N.S.) 413. 


of whether or not it is wise or proper 
legislation. It is, in the final analysis, 
more important to the average citizen 
that he know whether legislation (en- 
acted or proposed) is just, than 
whether it is constitutional. The 
courts will take care of the latter but 
only the citizen, through his congres- 
sional representative, can take care of 
the former. 

The Public Utility Holding Com- 
pany Act, embodied in the so-called 
Wheeler-Rayburn Bill, asks for and 
proposes the regulation and ultimate 
destruction, in its present form, of the 
public utility holding company. This 
extraordinary demand when boiled 
down rests upon a threefold basis of 
accusation. First, there is the charge 
that the holding company is quite un- 
fair to the holders of its securities; 
that it is out of focus from an invest- 
ment point of view. Second, the hold- 
ing company takes sordid advantages 
of its power of control over subsidiary 
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operating companies. In other words, 
it overreaches in its business dealings. 
This is the management side of the ac- 
cusation. Third, it is a rank offender 
against the different states and their 
citizens because of its economic power 
over operating companies. It is in- 
strumental in creating discriminating 
rate structures against which consum- 
ers of electric products have no ade- 
quate protection. This presents the 
political and social aspects of the prob- 
lem. 


6 bes bill passed by Congress, how- 
ever, does not deal with the evils 
of the utility holding company in these 
generalized terms. It is very specific 
in the recital of its shortcomings. It 
asserts : 


1. That holding companies do not 
give to investors the information nec- 
essary to appraise their earning power 


and their financial position ; 

2. That they have based their earn- 
ing capacity upon fictitious assets and 
upon paper profits ; 

3. That they have issued their se- 
curities in anticipation of excessive 
profits and revenues from subsidiary 


companies which if realized would: 


greatly burden the consumers of util- 
ity products ; 

4. That they cause the unnecessary 
support of an overcapitalized super- 
structure ; 

5. That they charge excessive 
amounts to subsidiary operating com- 

’ panies for services rendered ; 

6. That they stifle free competition 
in the utility field ; 

7. That their control has. a bad ef- 
fect upon the accounting methods and 
practices of the operating companies ; 

8. That they bear no relation to the 
economies of management or opera- 
tion or to the integration and codrdi- 
nation of related operating properties ; 

9. That, finally, they have only been 


influenced by a desire for economic 
power and profit and have tended to- 
ward the concentration and monopoli- 
zation into a few systems the control 
of operating gas and electric compa- 
nies to the detriment of investors, con- 
sumers, and the general public. 


Ses act also asserts that the abuses 
enumerated above are so com- 
monly associated with the activities of 
the public utility holding companies 
that they necessitate legislation for 
their present control and ultimate 
elimination (with certain exceptions ) 
as an artificial corporate device inher- 
ently injurious to the different classes 
of people cited above. 

Here we have the indictment and al- 
so the proposed remedy. Words have 
not been minced in the condemnation 
and no mercy, except a short period of 
grace, and some rather indefinite ex- 
emptions of so-called “integrated sys- 
tems,” is to be accorded the present 
holding company set-up. 

It should be stated at this point, that 
the accusation and the indictment are 
based upon the investigations of the 
Federal Trade Commission. That 
body, as is well known, has been in- 
vestigating the most criticized portion 
of the utility pool. Its findings, al- 
though as a rule valuable contributions 
to our store of economic knowledge of 
the business methods and the opera- 
tions of large corporations (if correct- 
ly interpreted), are, nevertheless, 
often somewhat biased in that they 
touch most heavily upon what can be 
interpreted as unwholesome and mor- 
bid. They skim over very lightly the 
better and everyday ordinary side of 
corporation activities. 


HEN, too, the activities of large 
organizations are sometimes re- 
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viewed in a spirit of antagonism. By 
thus presenting only the worst side, or 
perhaps over-emphasizing it, the com- 
mission has tended to give economic 
crusaders and would-be reformers an 
opportunity to find an apparently se- 
cure base for their extreme and often 
destructive schemes of reform. By 
touching very lightly or not at all up- 
on the better and more wholesome side 
of corporation practice and concen- 
trating upon that that can be interpret- 
ed as venal, these investigations are 
given a taint that no single corporation 
nor all of them taken together deserve. 

However, under the present politi- 
cal set-up in which the utilities are 
always under suspicion and in con- 
tempt as public enemies and always in 
line for attack, unbiased consideration 
is simply impossible. Had the Federal 
Trade Commission’s reports been less 
one-sided, especially toward utility 
holding companies, the storm of 
calumny and of moral indignation that 
has descended upon them would prob- 
ably have been less severe. The am- 
munition for such attacks while not al- 
together lacking would have been 
much diluted and dampened. It 
would not have lent itself to such a 
great amount of innuendo, insinua- 
tion, and misrepresentation. 

The somewhat partisan and one- 
sided attitude of the Federal Trade 
Commission is well illustrated by the 


remark of one of its investigators. 
While commenting favorably upon the 
operations and activities of a certain 
holding company, the question was 
asked by one of its officials why such 
comment could not be embodied in his 
reports to the commission. He re- 
plied, “I would be severely criticized 
if I put anything in my reports favor- 
able to a utility holding company.” 


Bow above is not intended as a de- 
nunciation of the methods and 
practices of the commission. Its pro- 
cedure is more or less justifiable be- 
cause the purpose of that body is to 
point out the shortcomings and trans- 
gressions of large corporate bodies in 
order that these may be rectified. 
They do, however, give rise to a rich 
harvest of misunderstandings on mat- 
ters pertaining to these large bodies. 

It may after all be reasonably taken 
for granted that for every transaction 
of a utility holding company that can 
be interpreted as unethical there are 
probably hundreds of others where 
that taint cannot be tacked on by the 
most painstaking and searching test. 
The remark has even been made that 
where nothing reprehensible or off- 
color can be found in the affairs of a 
holding company that it is only the 
spotlight of the commission that keeps 
it in a path of rectitude. 

In addition to the accusing finger of 


e 


utilities are always in line for attack, unbiased considera- 


q: “. . under the present political set-up in which the 


tion is simply impossible. 


Had the Federal Trade Com- 


mission's reports been less one-sided, especially toward 
utility holding companies, the storm of calumny and of 
moral indignation that has descended upon them would 
probably have been less severe.” 
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scorn that Congress pointed at the 
utility holding company, the President 
added his own quota in a message that 
bristled with accusation and denuncia- 
tion. It was based upon a report of 
the national Power Policy Committee. 
This again was based upon the reports 
of the Federal Trade Commission. 
The message pours forth a great 
amount of apparently “righteous 
wrath” at the alleged shortcomings 
of the holding company. It seems as 
if that sorely beset culprit dare no 
longer lift its head for the very shame 
of its misdeeds. Thus we see that 
antiutility propaganda can for the 
most part be traced to the same source 
—the Federal Trade Commission. 


ly may well be asked, why should the 
utility holding company officials he 
alarmed at the severity of the measure 


and the financial effect upon their 


many thousands of stockholders? 
Why should they propagandize 
against a measure whose widespread 
and disastrous effects they fear to con- 
template? 

Senator Wheeler was very extreme 
in his denunciation of those who vain- 
ly opposed the measure as passed by 
the last session of Congress. He did 
not hesitate to call them “tools of the 
dangerous and selfish” interests be- 
hind the utilities. He conjured up be- 
fore the eyes of the public the mighty 
ogre of the holding company and 
called upon the militant forces of 
democracy to battle against. it. “If 
we do not combat it,” he said, “it will 
trample upon and destroy our freedom 
and our independence.” 

But are these utility holding compa- 
ny forces really as powerful as the 
Senator would have us believe? If 


they are, why should it be necessary 
for them to use such clumsy and futile 
methods as the coercing of employees, 
the frightening of ‘widows and 
orphans,” and the dissemination of 
“canned propaganda.” Why not use 
that “unwarranted and _ intolerable 
power” that they are supposed to 
wield, to smother the bill in the com- 
mittees at its very inception? Why 
should they bother to plead in public 
hearings the same as every common 
Tom, Dick, and Harry? Instead of 
that “haughty and arrogant power” 
attitude, they seem to be thoroughly 
frightened and are pleading for their 
very lives. And crowning all other 
queries, why, having used all these 
measures, and being so powerful, did 
the bill become law ? 


ye Wheeler, in one of his 
speeches last winter urging his 
measure, belittled the economic effects 
of the carrying out of its provisions. 
He said that a little pruning here and 
there and some minor split-ups on the 
part of holding companies would prac- 
tically do the trick. If that were real- 
ly true, the measure does not mean 
what it says and the holding company 
interests and the stockholders should 
not be so alarmed. However, the 
measure is apparently too specific in 
its denunciation of the holding com- 
pany set-up for the special interests to 
be lulled to sleep by the Senator’s lul- 
laby. 

The Senator also called attention to 
the dissolution under the Sherman Act 
of the Standard Oil and American 
Tobacco companies. This demon- 
strates, he says, that in a case of a 
“really solvent company the assets 
may be segregated and a common vot- 
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Holding Company’s Part in Progress 


—_ it not likely that there are as mo- 
mentous developments ahead as any 
that the industry has seen in the past? 
To deny the holding company with 
its technical and scientific equipment and 
knowledge a proper share in these coming 
developments seems really a retrograde 
step or at least may spell stagnation.” 





ing control broken without any of the 
disastrous effects or consequences to 
investors which it is claimed will ac- 
crue if the utilities act passes through 
Congress and becomes a law.” There 
is, however, a difference which the 
Senator seems to overlook. In those 
two cases no company was destroyed ; 
they were dissolved! In the oil case 
the stock of 33 units was divided pro 
rata among the shareholders of the 
parent company. There was only one 
kind of stock and the process was com- 
paratively simple. 


Axes the utility holding compa- 
nies there are those that have 
bond issues and various kinds of pre- 
ferred stock outstanding. In order to 
satisfy these prior issues in the case 
of dissolution there must be a disposal 
of enough of the assets of the parent 
company to give them one hundred 
cents on the dollar. In a depreciated 
market (and it will be such a mar- 
ket if enforcement of the law is 
really undertaken with court ap- 
proval) it is very doubtful wheth- 
er in many cases there will be any 
thing left to divide for the holders 
of the common stock. Probably 
hundreds of companies, both the 


strong and the weak, will have to be 
sacrificed and set adrift. In many 
cases that will mean a hardship and 
not a blessing, disguised or otherwise. 
The White House message says that 
“not one penny of honest investment 
will be destroyed.”’ How that blissful 
condition can be brought about under 
the depressed conditions attending 
forced reorganization or liquidation 
must puzzle the head of more than one 
investor. 

In the dissolution of the American 
Tobacco Company, a situation actual- 
ly threatened to develop comparable to 
the presently proposed utility break- 
up. Mr. Brandeis and Mr. McRey- 
nolds, both now on the Supreme 
Bench, one holding a brief for the in- 
dependent tobacco interests, and the 
other an Assistant Attorney General 
and in charge of the case, insisted up- 
on a split-up into at least seventy-five 
or eighty units or into as many as 
there were original companies. 


HE unscrambling, however, could 
not be done in that way. The in- 
dividual brands of tobacco, of many 
of the companies, had dropped to al- 
most nothing while those of others 
had increased enormously. It would 


239 





PUBLIC UTILITIES FORTNIGHTLY 


have provided from the very begin- 
ning a very uneven struggle with a 
few riding on top and the rest faced 
with certain ruin. The counsel of the 
Attorney General prevailed in this 
emergency and the combination was 
divided into a few strong companies 
each one competitively and financially 
able from the very start. 

As a result of this split-up there was 
no ruination of stock prices: in fact, 
nearly all the securities advanced. On 
the other hand, how to figure any ad- 
vance in the price of securities with 
destruction staring the holding com- 
panies in the face is a puzzle that no 
one has satisfactorily explained. Cer- 
tain it is that there would be forced 
selling up to the very moment of de- 
mise and the market would be unable 
to absorb this wave of selling except 
at constantly declining values. 

Now we may ask ourselves, what 
has actually happened in the industry 
which it is proposed to change so 
radically by the destruction of the 
holding company in its present form. 

The unit has been in the picture so 
largely that probably as much as. 80 
per cent of all operating companies 
are today controlled by it. It has built 
up this control during the past quarter 
century and vast changes have taken 
place within the electric industry. It 
is the same period of which the Presi- 
‘ dent says, “it offered such well-demon- 
strated temptation to and facility for 
abuse and which are inherent in the 
nature of the utility holding company 
and which have given to the few un- 
warranted and intolerable power over 
other people’s money.” 


oe in this period, dur- 
ing prosperity and depression, 
240 


there has in practically every year been 
a great increase in the home use of 
electricity until now about 70 per cent 
of the population of the country live 
in electrically wired houses and elec- 
trical service is available to every com- 
munity of more than 1,000 people. 
Fifty per cent of the places with a pop- 
ulation between 250 and 1,000 and 
more than 25 per cent of all hamlets 
of less than 250 people have electrical 
service. Book value of plant and 
equipment has grown until the total 
now exceeds twelve billion dollars. 

Electric power costs to the public 
including industrial, commercial, and 
domestic uses have fallen below pre- 
war levels despite the fact that living 
costs are 60 per cent above them. 

Tremendous advances have been 
made in the efficiency of the steam 
turbine and the high pressure boiler 
and in the elimination of smaller and 
less efficient plant in favor of better 
and larger ones. As a result, electric 
station operating efficiencies have con- 
tinued to advance. The average con- 
sumption of coal per kilowatt hour has 
declined to 14 pounds or a little more 
than one half the figure only ten years 
ago. 


O NLY a short time back, natural gas 
meant little to the average citizen 
unless he hailed from certain regions 
in California, Oklahoma, Texas, 
Louisiana, or parts of the Appalachian 
mountains. Today there are more 
than 10,000,000 customers in 30 states 
which contain more than two thirds of 
the 94 cities with a population of 100,- 
000 or over. Pipe lines now connect 
Chicago, St. Paul, Minneapolis, Cin- 
cinnati, Cleveland, Detroit, Columbus, 
and a host of other cities with the 





a ae -_ - ae 028 Oe Se) Of fk ee [ae ee) a> ce Ge 


> ~- pm rr fr ff = 45 > Oe 


RnR = -. To — 4 


THE SWORD OVER THE UTILITY HOLDING COMPANIES 


Panhandle of Texas and with other 
large producing areas. Gas flows 
freely from the producing parts to the 
cities for consumption. The western 
New York and northern Pennsylvania 
regions supply gas by pipe to the 
Niagara-Hudson area and to central 
New York. Total expenditure for 
pipe-line building alone in the ten 
years since the natural gas industry 
started has called for an expenditure 
of more than two billion dollars and 
nearly all of this capital has been fur- 
nished by what are holding companies. 
They have been practically the only 
sponsors in the piping of gas. The 
gain in consumption has been on ac- 
count of the initiative of the holding 
companies. 

Another factor in which the utility 
holding company has had an impor- 
tant part is the development of butane 
and propane air gas service for com- 
munities too small to warrant the in- 
vestment necessary in a manufactured 
gas plant and system and too far from 
existing natural gas pipe lines for 
service. This has also been a boon to 
many thousands of rural homes. 


HIs remarkable showing of de- 

velopment and of progress in 
cheapening the processes in production 
has been made during the period of 
greatest control by the holding compa- 
ny. The benefits of these accomplish- 
ments have in large part passed to the 
consumer in the electric and artificial 


and natural gas fields. Where is the 
person that can say that the holding 
company has had no part in this? 
The facts are that the holding compa- 
nies have poured their funds freely in- 
to the coffers of the operating compa- 
nies for the making of these remark- 
able advances. Of course, there were 
selfish motives. Every dollar invested 
in that way meant also some gain for 
the holding company. They were the 
holders of the common stocks of the 
operating companies and were in line 
for any gains that they made and 
which would not immediately pass on 
to the consumer of electrical products. 
But, it is futile to say that all the im- 
provements would have come in any 
event without the aid of the holding 
company. 

Can it be said, therefore, with any 
degree of assurance that the holding 
company during all this period was 
nothing but an incubus and did noth- 
ing except to look after its own sordid 
financial interest and the consolidation 
of its power? 


oom Wheeler, himself, admits 
the contrary. He contends it is 
beside the point that the holding com- 
pany may at one time have contributed 
much to the standardization and 
the development of a once infant 
industry. But, says he, the indus- 
try is now mature and except where 
the holding company contributes 
and serves a necessary function 


7d 


every transaction of a utility holding company that can be 


gq “It may after all be reasonably taken for granted that for 


interpreted as unethical there are probably hundreds of 
others where that taint cannot be tacked on by the most 
painstaking and searching test.” 
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in relation to a geographically and 
economically integrated system of 
operating companies it has no sound 
economic basis. “Like all other 
things uneconomic it must go.” 
True, the holding companies never re- 
stricted themselves to “geographically 
integrated” holdings. They furnished 
funds when needed regardless of such 
limitation. It is indeed a rash state- 
ment to make to say that the electric 
industry is now grown up and no 
longer needs the assistance of the 
holding company. Only recently the 
men at the head of the industry have 
declared that over two billion dollars 
were awaiting investment if and when 
the drive against the industry would 
abate. 

Is it not likely that there are as 
momentous developments ahead as 
any that the industry has seen in the 
past. What about the further exten- 
sion of rural lines, the problems of 
distance transmission, the reaching of 
new fields by natural gas? What 
about improvement in heating and 
lighting both in the gas and electric 
industries; has that by any chance 
reached its limit? To deny the hold- 
ing company with its technical and 
scientific equipment and knowledge a 
proper share in these coming develop- 
ments seems really a retrograde step 
or at least may spell stagnation. 


HE plea for the extermination of 

the holding company based on the 
ground that it takes advantage of the 
investor falls entirely to pieces when 
it is remembered that the Securities 
and Exchange Commission was creat- 
ed for the very purpose of preventing 
such practices. The charge that the 
holding company has no relation to the 


management of operation or to co- 
Ordination or integration finds its 
fullest answer in the great develop- 
ment of the industry under this con- 
trol. It will again contribute. Scien- 
tific advance does not rest if let alone. 
It is forever alert for new achieve- 
ments. Obsolescence and inadequacy 
will demand their toll in the future 
as in the past. Skilful and efficient 
planning and supervision can be found 
to best advantage under ordinary con- 
ditions in a closely related subsidiary 
and parent company. 

It is curious, too, that it was not the 
state utility commissions that advocat- 
ed or favored the breaking up of the 
holding - companies, although they 
have for some years favored reason- 
able Federal regulation of utility hold- 
ing companies with due regard for 
state regulatory rights. If the 
Wheeler-Rayburn legislation were de- 
sirable, they above all should rejoice 
in the contemplation of that fact. 
One of the reasons given for the dis- 
solution is that the public utility com- 
missions are hampered in their work 
of rate making by the holding compa- 
nies. This may be true or partially 
true, but the commissioners themselves 
have not asked for the death sentence 
as a remedy. 


. is a matter of record that the 
economic, technical, and financial 
needs of the operating companies 
brought the holding company into ex- 


istence. Early in their career, the 
former were as a rule in need of equip- 
ment without being able to procure the 
necessary capital that new construc- 
tion and expansion necessitated. Nor 
did the local operating companies as a 
rule command the technical skill to 
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How About All Big Corporations? 


7 size 1s so reprehensible in the holding company, where do 

other corporations stand with their investments of billions? 

Perhaps the decapitation of the holding company is only 

the first step in the process of destruction whose goal will not 

be attained until we all reach the ‘Share the Wealth’ ideal, or 
else share the poverty that results.” 





take advantage of the best that their 
peculiar conditions required. In other 
words, they lacked the knowledge of 
those essentials that would give both 
stockholder and consumer the best 
possible deal. The holding company 
supplied the need. The operating 
company has not outgrown that need 
and it must continue, if the best in- 
terests of the public are to be served. 
The utility commissions as a rule 
frown upon the accumulation of heavy 
reserves to take care of inadequacy 
and obsolescence, being interested 
mainly in keeping rates down for the 
consumer. For this reason the neces- 
sary capital may at times be lacking 
if it were not for the holding compa- 
ny. The usual flow of capital is from 
the holding company to the subsidiary 
although much has been said of the 
“upstream flow.” Where “upstream 
loans” do occur they can and should 
be controlled by appropriate legisla- 
tion. It is not necessary to kill the 
borrower in order to stop its sub- 


sidiary from lending money to the 
firm. 


AN the present time there are prob- 
ably holding companies that have 
outlived their usefulness and are on 
their way to become mere investment 
trusts. If so why should that gradual 


process be disturbed? To force it 
will do more harm than good. 

The utility act seeks to destroy the 
holding company for a number of 
specific reasons which have been set 
forth. However, it is difficult to 
escape the conviction, that there is an- 
other reason more potent than any 
that has been given. That reason is 
that the holding company is a big or- 
ganization and can be attacked with 
impunity and more chances of success 
than other large aggregations of cap- 
ital. To the advocates of the meas- 
ure, size spells only power and never 
added responsibility. They overlook 
the fact that many things in this coun- 
try can best be done in a big way, 
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that it is often necessary to get the 
best results in that way in economic 
progress. Size is abhorrent to those 
who think that it spells concentration 
of wealth and therefore of power. 
Size, however, seems to be a relative 
term and the pleasure of destruction 
of “bigness” seems to be nearer their 
heart. It was a factor in the dissolu- 
tion of the oil and tobacco companies, 
yet today a number of the divided 
concerns have a greater capitalization 
and have a larger business than the 
original companies. 


ig size is so reprehensible in the hold- 
ing company, where do other cor- 
porations stand with their investments 


of billions? If bigness and power is 
an argument for the destruction of 
the holding company then sooner or 
later the axe will descend upon all 
those companies whose capital and in- 
vestment reaches the billion stage. 

The United States Steel Corpora- 
tion wields its power over nearly 300,- 
000 men more absolutely than the 
holding company because it has no 
state and Federal power bodies to reg- 
ulate it. 

Perhaps the decapitation of the 
holding company is only the first step 
in the process of destruction whose 
goal will not be attained until we all 
reach the “Share the Wealth” ideal, or 
else share the poverty that results. 





Interesting Facts about Electricity 


Mason City, WaAsH., with a population of more than 3,000 has not 
a single chimney in it, according to Robert L. (Believe-it-or-not) 
Ripley. The explanation is that all the houses in the town are heated 
by electricity. 


* x 

Tue famous American Saturday night bath is making its last stand, 
according to the Rural Resettlement Administration. Surveys by the 
electrification division show that with the advent of electrification 
(with incidental water pumping and heating) the rural population is 
going in for frequent bathing during the week. 

* x 

Dr. Corin G. Fink, professor of electrochemistry at Columbia Uni- 
versity, in a recent demonstration showed how his latest development, 
the “sun converter cell,” had tripled the amount of electricity he could 
gather from the sun’s rays. Using only power derived from his cell 
which was placed on a window sill, Dr. Fink lighted an electric bulb. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


FraNKLiIn D. ROOSEVELT 
President of the United States. 


Girrorp PiIncHoT 


Former governor of Pennsylvania. - 


ARTHUR BRISBANE 
Newspaper columnist. 


WeENDELL L. WILLKIE 
President, Commonwealth & 
Southern Corp. 


New York Sun. 


Perer NorBECK 
United States Senator from 
South Dakota. 


Davin E. LirientTHAL 
Director, Tennessee Valley 
Authority. 


REPORT 
New Mexico State Planning 
Board. 


Grorce W. Maxey 
Justice of the Supreme Court 
of Pennsylvania. 


—MOnrTAIGNE 
“We will not retreat.” 


aa 


“WPA actually assists in the systematic collection of 
graft from the needy.” 


* 


“Extreme radicals might remember that George 
Washington was the richest man in America.” 


* 


“T do not agree with Senator Wheeler that the profit 
motive and the service motive are incompatible.” 


> 


“The real goal of the opposition is not regulation of 
electric utility business, but its replacement by public 
ownership.” 


* 


“Three of the best legal minds in the United States 
now on the Supreme Bench disagreed with the (Hoosac 
Mills) opinion. So do I.” 


* 


“ . . When TVA lets water through . . . dams 
in pursuance of its constitutional functions with respect 
to navigation and the control of floods, the question is 
not whether power should be developed—the power is 
there by the mere fact that water is falling.” 


> 


“It is possible that rural power would be a success 
after a period of time with the development of markets 
for produce and an education of the inhabitants to the 
uses of electricity, but until the change could be made 
any rural service would be very questionable as to its 
financial success.” 


“Anyone who has acquired absolute power has been 
a good ‘salesman’ of himself. He has professed great 
zeal for ‘social justice’ and held himself out as a healer 
of economic ills. If he took private property 
for public use without just compensation, he averred 
that it was for the ultimate good of him despoiled.” 
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Popular Misconceptions 


LVo. 2. 


As to Usefulness of Federal Power 


Developments for “*Yardsticks” 
By HENRY C. SPURR 


HEN it is said that the Fed- 

\ \ eral government should build 

costly power plants to serve 
as “yardsticks,” just what is meant? 
One cannot, of course, be quite sure 
because our political leaders sometimes 
use old and familiar words in new and 
undisclosed senses. Possibly this 
word “yardstick” when applied to 
power plants may need interpretation. 

Whatever valid reasons there may 
be for these great power develop- 
ments—a question not here discussed 
—it is hard to understand how they 
could be utilized as “yardsticks,” pro- 
vided the word “yardstick” is used as 
commonly understood. 

A yardstick is a stick three feet in 
length, used for measuring. It is al- 
most a household device. Anyway, 
everybody knows what it is. Made 
of wood and being light, long, narrow, 
and thin, the yardstick is not suitable 
for spanking naughty or disobedient 
boys or girls. Its purpose is to meas- 
ure the length and breadth of things. 
So when we think of a yardstick we 
think of it merely as a measuring rod 


and not as a stick to be used for pun- 
ishing someone—such, for example, 
as a switch or a birch rod. 


[IZ us therefore assume for the pur- 


pose of this article that when our 
political leaders say we ought to have 
these great power developments for 
yardsticks they mean that these plants 
are needed to measure something ; and 
that that something is probably the 
reasonableness of the rates of private 
plants. 

Assuming that to be what they 
mean, there is nothing new in the pro- 
posal except the name. It is the old 
comparison-of-rates fallacy—the idea 
that the reasonableness of the rates of 
one plant can be determined by com- 
paring them with the rates of another 
plant. As obvious as this fallacy 
ought to be, it is nevertheless one of 
the most popular misconceptions about 
the public utility business. 

The assumption of the advocates of 
Federal power yardsticks seems to be 
that the rates of these Federal plants 
will always be taken without proof 
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to be exactly right so that they can be 
used as the standard of comparison, 
or the yardstick for determining the 
reasonableness of the rates of all other 
plants. 


I’ this were so, the government yard- 
stick could be applied with equal 
confidence to the rates of independent 
municipal plants as well as to those of 
the private plants. If the rates in ei- 
ther case were more than the Federal 
yardstick rates, the customers would 
know the rates were too high; and if 
by any chance the rates happened to 
be lower than the Federal yardstick 
rates, the customers would know their 
rates were too low and presumably 
would not complain if the rates of the 
private or of the municipal plant were 
increased to the yardstick standard. 

If the rates of the Federal plants 
could really be used as yardsticks, this 
would be a great relief to the state 
public service commissions who now 
have to fix the rates of individual com- 
panies on the basis of the reasonable 
cost of the service, the determination 
of which often involves great labor 
and expense. It would also tend to do 
away with, if it did not absolutely re- 
move, all dissatisfaction on the part of 
utility customers arising out of un- 
certainty as to whether the rates fixed 
by their state commissions are really 
fair and reasonable. Customers 
would have a yardstick fixed by Fed- 
eral officials which would, of course, 
settle the question of reasonableness 
beyond peradventure. 


B" the yardstick theory, however 
plausible, will not stand examina- 
tion. Its fallacy is exposed by the fact 
that there is to be not ome yardstick 
but many. Yardsticks are not sup- 
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posed to vary in length. Therefore, 
one reliable power yardstick ought to 
be enough. 

Why then, in addition to the Ten- 
nessee valley project, should we also 
have to have developments like those 
of Central valley (California), 
Boulder Canyon (Arizona-Califor- 
nia), Fort Peck (Montana), Grand 
Coulee (Washington), Bonneville 
(Oregon), Passamaquoddy (Maine), 
Casper-Alcova (Wyoming), and 
Bluestone Reservoir (West Virginia) 
—to say nothing of proposed state 
yardsticks? The fact that so many 
Federal and state plants are demand- 
ed for yardsticks is an admission 
that operating conditions differ in 
various parts of the country. The 
Tennessee valley yardstick would not 
do for measuring rates in Central val- 
ley, California. The Central valley 
yardstick would not serve for measur- 
ing rates in Maine. The Passama- 
quoddy yardstick would probably be 
an unreliable standard for determin- 
ing the reasonableness of rates in 
Montana, or Washington, or Oregon. 
So it is apparently thought necessary 
to have a separate yardstick for each 
and every section of the country. 

But this, as stated, is an admission 
of the yardstick fallacy. If operating 
conditions differ so greatly in vari- 
ous parts of the country as to make 
a single government power project 
in one state unreliable as a yard- 
stick for use in a distant state, the 
yardstick would be just as unre- 
liable for measuring the reasonable- 
ness of charges of private plants in 
its own territory. The reason is that 
the conditions under which any in- 
dividual private plant operates in a 
given territory vary not only from 
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Power Yardsticks Unreliable 


sid there were anything in the yardstick idea, it could be applied 
by state commissions everywhere with a great saving of labor 
and expense. A commission, for example, could first fix the rates of 
the largest electric utility in the state and then use those rates as a 
yardstick for the rates of all other electric companies. it has 
long been recognized by the regulatory authorities that there can be 
no reliable yardstick rate. One company, for example, may have 
overhead construction while another serves through wires in under- 
ground conduits; one may operate in a thickly settled community 
and another in a sparsely settled territory. There might be many other 
differences bearing on the rate question. Since operating conditions 
vary so widely, rate yardsticks are of little use.” 





those of other private plants, but they 
would vary to a much greater degree 
from the privileged conditions under 
which a Federal plant would be likely 
to operate. 


[ there were anything in the yard- 
stick idea, it could be applied by 
state commissions everywhere with a 
. great saving of labor and expense. A 
commission, for example, could first 
fix the rates of the largest electric util- 
ity in the state and then use those rates 
as a yardstick for the rates of all other 
electric companies. 

But it has long been recognized by 
the regulatory authorities that there 
can be no reliable yardstick rate. One 
company, for example, may have over- 


head construction while another serves 
through wires in underground con- 
duits; one may operate in a thickly 
settled community and another in a 
sparsely settled territory. There 
might be many other differences bear- 
ing on the rate question. Since operat- 
ing conditions vary so widely, rate 
yardsticks are of little use. 

That comparison of rates—the 
yardstick idea—is an unsound method 
of determining the reasonableness of 
rates of individual companies has been 
decided over and over again by both 
courts and commissions. 

It was held by the Supreme Court 
nearly forty years ago that compari- 
sons between rates of two states are 
of little value unless all of the elements 
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that enter into the problem are pre- 
sented." Soa comparison of rates for 
electricity in different localities was 
held by the Indiana commission to be 
meaningless where all factors, includ- 
ing the cost of money, taxes, the fi- 
nancing of lines, the standards of con- 
struction, and the ability to maintain 
service, were not taken into considera- 
tion.* 

And referring to comparison of 
rates—in other words to yardsticks— 
Commissioner Irvine of the New 
York commission said: 

The practical difficulty with all such evi- 
dentiary facts is that they require a detailed 
examination to ascertain whether conditions 
are similar. In order to use such 
a comparison with justice would require a 
separate investigation into operating condi- 
tions in every community whose rates should 
be offered in evidence.$ 
N other words, evidence of the rates 

charged by a Federal power plant 

would be of no use to either a court 
or commission unless there had been 
a detailed examination of all operating 
conditions of the Federal plant. 

The court or commission would 
have to know, among other things, 
whether the investment for power pur- 
poses were accurately charged to pow- 
er generation and not to flood control 
or something else; whether sufficient 
Smyth v. Ames (1898) 169 U. S. 466, 42 

Rot el v. Moran Electric Light & P. 
Co. P.U.R.1929C, 118. 


8 Customers of Nyack v. Rockland Light & 
P. Co. (1919) P.U.R.1920A, 754. 


charges were made for depreciation; 
whether there were tax exemptions, 
and other subsidies to be accounted 
for. In other words, if the Federal 
plant were to be used as a yardstick, a 
court and commission would have to 
determine by an independent and de- 
tailed investigation whether it would 
be a fair yardstick. This would in- 
crease rather than decrease the cost 
of rate investigations. 

Besides, as pointed out by the Mon- 
tana commission : 

under the law of the land rates 
are not made by comparison . . the 
rule is that the owner of a well-conceived 
public utility plant, rendering reasonably 
adequate service, is entitled to earn over 
and above operating expenses and a reason- 
able allowance for depreciation, a fair rate 
of return upon the present fair value of 
his property, used and useful, devoted to 
the public service.* 

It seems reasonable to believe that 
no Federal yardstick can be substitut- 
ed for the law of the land; and that 
money spent for yardsticks is, there- 
fore, spent for an idle purpose. 

However, it must always be borne 
in mind that when our political leaders 
favor an enormous expenditure for a 
network of Federal power: yardsticks 
covering every section of the country, 
together with supplemental state pow- 
er yardsticks, they may, as stated, be 
using the word “yardstick” in some 
unusual sense. 


#Polson v. Public Utilities Consol. Corp. 
P.U.R.1929E, 557. 


For previous article on “Popular Misconceptions,” see Pustic UTILities 
FortNnicHTLy, November 21, 1935, p. 690. 





74 pa and intellectual honesty demands that you tell your 

pupils that 70 per cent of our people must live below the standard 

of decency; that nearly half the national wealth is concentrated in the 

hands of 2 per cent of the people; that millions now unemployed will 

never find jobs again; that their chances of gaining economic freedom 
are ‘stacked four to one against them.’’ 

—Appress BY AusReyY WILLIAMS, 
Director, National Youth Administration. 
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OUT OF 
THE MAIL BAG 


The Meaning of “Cost” 


he a report of a decision handed down by 
the Illinois Commerce Commission in a 
case against the Public Service Company of 
Northern Illinois published in Pustic Uriti- 
TIES FoRTNIGHTLY sometime ago is the fol- 
lowing: 


The term “historical cost” is frequently 
used in two different senses, namely: (1) 
Cost of construction when incompletely 
known and, therefore, partly estimated; and 
(2) Cost to owning company when such 
cost for a part or all of the property is the 
cost of acquisition of a fully constructed 
unit in operation purchased from another 
owner. For the purpose of this discussion 
the former is referred to as “original cost” 
and the latter as “historical cost.” 


It appears that the field of public utility 
regulation is an-incubator in which a series 
of never-ending controversies are perpetually 
hatched. History, during the past thirty-five 
years, shows that many of the present-day 
problems are identical with those that have 
troubled us for many years. This is particu- 
larly true in the wide variation of the use 
of the word “Cost.” . 

Recent regulatory instructions issued to 
public utilities to revise their book records 
of the cost of their fixed capital accounts 
and Federal court rulings in connection there- 
with have created a renewed interest, and 
the situation seems entitled to serious con- 
sideration. 

Standardized definitions of the various kinds 
of “cost” should simplify regulatory proceed- 
- ings. The following suggestions are tendered 
for consideration: 

“Original cost” to mean the total outlay 
of actual dollar costs (or equivalent) of the 
now existing property, from the date of the 
initial expenditure to the date of inquiry. 
This information to be actually obtained from 
the vouchers, invoices, etc., for the entire 
period, and applying only to those properties 
where there are continuous, reliable, accurate, 
detailed records of construction costs through- 
out the entire history and bearing no relation 
to changes in ownership. 

“Historical cost” to mean an inventory of 
the physical property as it actually exists 


at the date of inquiry, to which is applied 
the correctly weighted average prices that 
prevailed during the construction period. This 
plan may be used where the records of 
original capital expenditures are not obtain- 
able or where they are so generally inade- 
quate as to be unreliable. Changes in owner- 
ship to be given no consideration. 

“Original-historical cost” to mean “orig- 
inal cost” as first defined above, in so far 
as dependable construction records are avail- 
able for a substantial period of time, and for 
that time in which there is a partial lapse 
of such records, a list of the now existing 
property which was constructed during such 
lapse periods shall be made and correctly 
weighted average prices of labor and ma- 
terial, etc., effective during such period ap- 
plied thereto. This also ignores changes in 
ownership. 

“Investment costs” to mean the actual acqui- 
sition cost of the existing property to the 
owning company. This would apply par- 
ticularly to those fully constructed plants 
which have been purchased as going concerns 
from a prior owner and to which additions 
may or may not have been made. 

“Reproduction cost” to mean a detailed in- 
ventory of a physical property to which pres- 
ent-day (or average prices) are applied, then 
depreciated to reflect present-day condition. 
“Reproduction costs” are sometimes termed 
“replacement costs.” 


— such as going value, working 
capital, etc., should be shown as separate 
items. 

Many properties have been purchased at 


prices in excess of the total dollars “orig- 
inally” invested, while, on the other hand, 
economic conditions, etc., have caused prop- 
erties to be sold at prices substantially less 
than the total dollars “originally” invested. 

As a matter of actual fact it is very difficult, 
if not practically impossible, to obtain a 
complete and accurate detailed statement of 
true “original costs” of many of the older 
utilities because of inaccurate, inadequate, or 
the entire absence of records. The ideal sit- 
uation is usually found in a recently con- 
structed property that has properly maintained 
a full set of double entry accounting records 
throughout its entire existence and had no 
changes in ownership. 
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Regulatory commissions, necessarily must 
have sound evidence of costs and value of 
property in order to arrive at a “rate base” 
or “present value,” which after all is a judg- 
ment figure. Clarity and definiteness of évi- 
dence is a vital necessity in all such litigation 
and a uniformity of meaning of the various 
kinds of costs should be of material assistance. 

—Harry Boses, C. P. A. 
Herdrich and Boggs, 
Certified Public Accountants, 

Indianapolis, Indiana. 


e 


The Big Power Company 
and the Small Town 


Rw B. Cooney, “The Big Power Com- 
pany and the Small Town,” January 2nd, 
issue. 

The author senses real issues. The small 
town manager should be all he recommends. 
The warnings are absolutely correct. I stick 
with the author one hundred per cent up to 
the “regional assistant” or “specialist.” The 
“Specialist,” by Chic Sale was a good laugh 
to those of us, country-bred. The public util- 
ity specialist as described by Mr. Cooney 
would be in the same category, excepting 
tragic instead of humorous. 


The competent local manager will seek ad- 
vice and guidance, particularly as to the in- 
terpretation of company policy. 

The astute “specialist” would reduce the 
prestige of the local manager. Would un- 
consciously impose his interpretation of policy 
which could be erroneous as applied to a town 
of which his knowledge is secondary to the 
local manager. 

The idea of a floating regional assistant 
would be wonderful, if practical. 

Mr. Cooney wrote the story in a nutshell 
right up to the place where the regional as- 
sistant is introduced. Omit the last chapter 
and forget the specialist. The ingredients are 
complete for an ideal small town utility op- 
eration, viz. (1) appoint an experienced man 
to the job, not a local man, yet a man ac- 
quainted with and a part of the local environ- 
ment, (2) pay him a wage commensurate with 
other merchants, (3) give him responsibility 
and authority, (4) top executives to push him 
ahead or hold him back as may be necessary. 
Treat him as the source of dividends. 

In conclusion, let me add, men of the calibre 
for the type of local manager are available. 

My credentials for this review of the article 
in question, twenty-five years’ experience as 
local, division and general manager of small 
towns for the Big Power Company. 

Yours very truly, 
Brit. 





“ HE TVA has pointed the way to recovery. 


If all 


America had similar low, but adequate, rates (for elec- 


tricity), then heavy house wiring and purchase of appliances 
would run into billions of dollars, the appliance industry and 
the electric power industry would grow by leaps and bounds, 
new power plants and transmission lines would be built, the 
timber industry for poles and copper and iron industries would 
prosper, and we should be well on the way to recovery, es- 
pecially if all big business should work on the principle of 
large use and small margins of profit.” 
—Dr. ArtHurR E. Morcan, 
Chairman, Tennessee Valley Authority. 


251 





Financial News 


Utility Earnings More Stable 
Than Railroad and Industrial 


ESPITE the impression which might 
have been gained from Washing- 
ton attacks on the utility holding com- 
panies, the following table indicates the 
impressive record of earnings for util- 
ity holding company systems as com- 
pared with industrial and railroad com- 
panies during the past nine years. The 
index numbers are based on Standard 
Statistics’ records for the period 1927- 
1934 (with this department’s estimate 
for 1935) and is based on the net in- 
come of 413 industrials, 22 utilities 
(about two thirds holding companies), 
and 25 railroads, with 1927 taken as 
100 per cent. 

Industrials Railroads Utilities 
100% ~ 100% 

109 122 

130 140 

83 145 

17 136 

ne 104 

9 90 

1934 47 8 82 

1935 Estimated .. 60 90 


> 


Financing Continues 


at Low Ebb 


N™ utility financing has continued 
in reduced volume, the only im- 
portant issue in the fortnight ended 
January 18th being the $27,000,000 
West Penn Power Co. Ist 34s of 1966 
at 103, offered by a group headed by 
W. C. Langley & Co. The great suc- 


and 
Comment 


By OWEN ELY 


cess of this offering (despite the slight 
cloud on the issue due to the fact that 
the parent company is suing the SEC) 
may encourage the gradual resumption 
of utility refunding operations. The 
new bonds, on which interest is being 
earned over four and a half times, were 
in great demand for institutional invest- 
ment and are currently quoted at a pre- 
mium of about 14 over the offering 
price. 

The New York State Electric & Gas 
Corporation of Ithaca (Associated Gas 
& Electric system) registered on De- 
cember 31st $17,500,000 Ist 4s of 1965, 
and this issue will probably be offered 
on or about February 6th. 

The New York Edison Co., Inc., sub- 
sidiary of Consolidated Gas Co., on 
January 10th applied to the public serv- 
ice commission of New York for per- 
mission to issue $55,000,000 Ist lien 
and refunding 34s due 1966. This com- 
pany was formed last August as a merg- 
er of New York Edison Co. and Unit- 
ed Electric Light & Power Co. It is 
expected that the issue will be registered 
with the SEC as soon as the state com- 
mission grants approval. Morgan Stan- 
ley & Co., Inc., will probably head the 
syndicate, with the offering scheduled 
for sometime in February. 

Southern Bell Telephone & Tele- 
graph Co. and Pacific Telephone & Tele- 
graph Co. may be the next companies 
in the Bell system to refund. President 
Powley of Pacific Telephone announced 
January 16th that his company had been 
negotiating with Morgan Stanley & Co. 
regarding the refunding of $23,890,000 
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5s of 1952 (some subsidiary financing 
might also be included). It seems like- 
ly that, following the precedent of IIli- 
nois Bell and Southwestern Bell issues, 
a 34 per cent bond issue may be regis- 
tered shortly with the SEC, the offer- 
ing following after the required 20-day 
interim. 

Southern Bell Telephone has $47,000,- 
000 Ist 5s of 1941 callable on eight 
weeks’ notice and a subsidiary, Cumber- 
land Telephone & Telegraph Co., has 
$14,500,000 Ist & general 5s. 

It was reported January 4th that Con- 
necticut River Power stockholders 
would vote on a bond issue (not to ex- 
ceed $20,300,000 or at a rate over 4 per 
cent to refund $18,000,000 5s. 

About 70,000 shares of capital stock 
of the Edison Electric Illuminating Co. 
of Boston were subscribed under the 
offering of one new share at $150 for 
each 64 old shares held, the rights ex- 
piring early in January. 


¥ 


Utility Gains Average 10 
Per Cent in 1935 


£—- of earnings for lead- 
ing utilities, comparing the twelve 
months’ periods ending November 30, 
1935 and 1934, may be of interest : 


Net Income 

1935 1934 

American Gas & Electric .... $11,057 $9,443 

American Light & Traction 3,723 4,366 

American Power & Light ... 7,506 3,671 

American Water Wks. & Elec. 3,320 2,981 

Commonwealth & Southern .. 9,048 8,236 

National Power & Light .... 6,002 6,791 

Public Service of New Jersey 24,175 24,725 

United Light & Power 1,572 796 

Commonwealth Edison 8, 8,952 
Detroit Edison 7,500 ‘ 

5,144 

2,576 

Western Union 452 =1,765 


Edison Elec. Illum. of Boston 5,077 

Public Service of No. Illinois oa 

American Teleph. & Teleg. ... 14,347 12,814 
$109,401 $99,144 





* 
Reorganizations 


EDERAL Judge Mack has postponed 
until February 3rd hearings on the 
question of the solvency of Associated 


Gas & Electric Co., which is reported 
by The Wall Street Journal as indicat- 
ing “a breakdown of attempts to put 
through a friendly reorganization of the 
Associated system.” The hearing on 
insolvency, involving revaluation of all 
the units of the system, may require 
over a year to complete, it is said. 

The amended plan for reorganization 
of the Central West Public Service Co. 
seems likely to be approved by Federal 
Judge John P. Nields at Wilmington 
and hearings will begin February on 
final confirmation. The company, 
which has properties in Virginia and the 
Middle West, will change from a hold- 
ing to an operating company in its re- 
organization under § 77B. 

United Telephone & Electric Co., a 
Delaware holding company, has filed 
under § 77B. 

An amended plan for reorganization 
of Peoples Light & Power Corporation 
has been published and court hearings 
will be held in the near future. 


aa 


Will Burco Appeal Overtake 
Electric Bond Test Case 


in Courts? 


EARINGS began January 13th at 

Charlotte, North Carolina, in the 
appeal of Burco, Inc., from the decision 
of District Judge Coleman. Burco, Inc. 
is acting as an intervening creditor of 
the American States Public Service Co. 
The Coleman decision, which was hailed 
last November by utility interests as 
sounding the doom of the Utility Act of 
1935, will be reviewed by Chief Judge 
Parker, Judge Northcott, and Judge 
Soper of the circuit court of appeals. 
The government, represented as before 
by John E. Burns, Benjamin Cohen, 
and Thomas Corcoran (who drafted the 
Utility Bill) has filed a 190-page brief 
questioning the jurisdiction of the lower 
court. 

This is the first suit brought by the 
utilities which has reached the second 
judicial stage. The government has 
thus far been successful, obtaining post- 
ponement of some twenty cases institut- 
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ed by utility companies in Delaware. 
(Federal Judge Nields at Wilmington 
has, however, set February 17th for 
argument on the suits of seven utilities 
against the SEC.) In the several cases 
brought by utilities in the supreme court 
of the District of Columbia, Judge 
Bailey granted the government’s request 
not to proceed until the government’s 
case against the Electric Bond and 
Share, pending in New York, has been 
heard and decided. (American Water 
Works and North American have ap- 
plied to the U. S. Court of Appeals 
against the stay.) Judge Bailey, in 
granting the stay, made it conditional 
on “a diligent and active prosecution of 
the Electric Bond and Share Case” by 
the government and also noted that the 
Burco Case might be decided before the 
Bond and Share Case. 


¥* 


When Will Financing of New 
Construction Begin? 


pene financing during 1935, ac- 


cording to a compilation prepared 
by the Commercial & Financial Chron- 
icle, amounted to $1,283,751,946—over 
half of all corporate financing—but as 
indicated in the following table, “new 
capital” amounted to only about 6 per 
cent of the total (figures are in millions 
of dollars) : ; 
New Refund- 
Capital ing Total 
Long term bonds $82 $1,147 $1,229 
Short term bonds & notes .. = - 


$84 $1,200 $1,284 


On the other hand, 37 per cent of the 
$197,000,000 rail financing and 32 per 
cent of the $788,000,000 industrial and 
miscellaneous financing were in the “new 
capital” class. At the bottom of the de- 
pression in 1932, when utility financing 
accounted for about 84 per cent of all 
corporate security issues, more than 
half of the utility issues were for new 
construction work. 

It is possible that the utility compa- 
nies and the investment bankers will not 
wait for the final test of the Utility Act 


of 1935 before beginning the offering 
of “new capital” issues. A favorable 
decision in the TVA case or in the 
PWA cases might prove a determining 
factor, since these cases have much to 
do with the construction of competing 
government plants for power produc- 
tion. 

Most of last year’s financing was un- 
dertaken by companies with “prime 
names” and with ample earnings cov- 
erage, the issues being largely taken by 
insurance companies, savings banks, and 
other high-grade investors. Most of 
these companies would probably have 
little difficulty in issuing additional 
bonds for new capital, where the funds 
are to be used by large operating com- 
panies of the caliber of New York Edi- 
son, Public Service Electric & Gas, etc. 
However, many of the smaller operat- 
ing utilities throughout the country 
have been accustomed to financing 
through their holding companies and 
until there is a further broad recovery 
of earning power (or government med- 
dling in the industry is ended by court 
rulings or a change of administration), 
many of these companies may have dif- 
ficulty in offering new bonds. It is true 
that some construction work is financed 
through “retirements and renewals” ex- 
pense accounts, and through the appli- 
cation of net income not passed along to 
the stockholders. Gross expenditures 
for construction in 1935 (exclusive of 
Federal and municipal projects) has 
been estimated at $200,000,000 by Presi- 
dent Muhlfeld of Stone & Webster, 
Inc. This amount was about double 
that for 1934 (which reached the lowest 
level since 1908) but was still far below 
the annual average of $750,000,000 for 
the 10-year period 1922-32. Moreover, 
only about 10 per cent of the 1934-35 
expenditures was for generating equip- 
ment, while in the decade mentioned 
about one third was thus expended. 


 pirewnaiere capacity in the electric 
power industry today is estimat- 
ed at one sixth over that of 1929 
(owing to the heavy building program 
in 1930-31), exclusive of completed or 
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contemplated government projects. This 
explains why with electric output cur- 
rently running about 5 per cent over the 
1929 seasonally adjusted peak, there has 
as yet been little need for expansion 
of generating facilities. Nevertheless 
much of the present equipment is either 
obsolete or unsuitable for continuous 
use, being less economical than the mod- 
ern units. Also, while interconnection 
is a partially equalizing factor in some 
territories, excess capacity is not equal- 
ly distributed. 

The electric equipment companies 
continue to report a steady improvement 
in new business, although presumably 
most of this is in the lighter “consumer” 
equipment. With the exception of a 
small let-down in the third quarter, Gen- 
eral Electric’s new orders rose steadily 
during 1935, reaching a 4-year peak in 
the fourth quarter. Westinghouse Elec- 
tric, celebrating its golden anniversary 
with a 4-page advertisement in the 
Saturday Evening Post, reported its 
1935 achievements as follows: 

Built two of the largest waterwheel gen- 
erators in the world, for Boulder dam. 
Installed the largest singleshaft 

turbine ag and unit in the United States. 
Equipped the New York, New 

Haven and Hartford Railroad’s streamlined 

train “Comet” with Diesel engines and elec- 

trical equipment throughout. Built 
one of the most extensive sodium lighting 
highway installations in the country, at 

Pompton Lakes, N. J. 


Incidentally it may be mentioned that 
the largest single-shaft turbine genera- 
tor, rated at over 200,000 horsepower, 
was fitted into a space (in Philadelphia) 
designed some years ago for a machine 
of one third this rating. The machine 
develops power enough to serve the elec- 
trical requirements of a city of 500,000 
population. 

¥ 


New York City Administration 
Continues to Harass Utilities 


ayor LaGuardia of New York 
has reiterated his intention to ask 
the 1936 legislature to amend existing 
law to permit construction of a munici- 
pal plant, either with or without a 


pledge of the city’s credit (the courts 
have decided that present law requires a 
direct pledge, and prevented the mayor’s 
referendum on a proposed $45,000,000 
plant). 

New York city may attempt to collect 
about $14,000,000 of utility taxes under 
its Emergency Tax Act from the Ameri- 
can Telephone and Telegraph Co. and 
its associates. The company claims that 
it is not a utility and does not come un- 
der the public service commission, and 
also claims that the taxes, if payable, 
would amount to only about $25,000 
yearly, instead of $14,000,000 for the 
entire period involved. ; 


> 
Corporation Notes 


TOCKHOLDERS of Western United 

Corporation have voted to dissolve 

the company, trading two shares of its 

64 per cent stock. for one in its principal 

operating subsidiary,. Western United 
Gas & Electric Co. 

Niagara Hudson is planning to con- 


solidate ten operating companies, nine of 
which are subsidiaries, into a new com- 
pany, continuing the name Northern 
New York Utilities, Inc. When this is 
carried out the system will have elim- 
inated 29 out of 65 subsidiaries since its 
formation in 1929. Savings resulting 
from the consolidation would. be reflect- 
ed in revised electric rates, it was said. 

Newly formed Southern Natural Gas 
Co., with 1,250 miles of transmission 
lines in the Southwest, is controlled by 
Federal Water Service Corporation 
through ownership of 58 per cent of the 
Class A common stock. In 1930 it pro- 
vided funds for completion of the con- 
struction program and has now received 
stock in exchange for claims against 
the old company. The new company 
has $14,800,000 Ist mortgage 6s due 
1944 (undisturbed); about $5,800,000 
adjustment mortgage bonds, 550,000 
shares of Class A, and 275,000 shares 
Class B stock. The company’s business 
is now at the highest rate in its history 
with transmission running at nearly ca- 
pacity. Both gross and net have in- 
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creased about 80 per cent since 1932. 
The decision of the SEC to permit 
Middle West Corporation (the reorgan- 
ized Middle West Utilities) to own the 
entire stock of a service company which 
will obtain fees from subsidiaries on the 
basis of percentage of revenues has 
caused some surprise in utility circles, 
where it has been generally assumed 
that the commission preferred “‘mutual- 
ized” servicing companies whose stock 
would be owned jointly by the various 
operating units. Formation of such 
service companies has been carried out 
by some of the large systems, including 
Electric Bond and Share. . 


aciric Gas & Electric is absorbing 

five more units—City Electric Com- 
pany, Feather River Power Co., Nappa 
Valley Electric Company, California 
Electric Generator Co., and San Fran- 
cisco-Sierra Power Co. The merger 
was approved by the California Railroad 
Commission only on the concession that 
valuation be reduced about $11,000,000, 
and the company may protest this pro- 
viso, since it might result in a lower 
schedule of rates than originally con- 
templated. Pacific Gas has absorbed 
about 30 subsidiaries in the last five 
years, and only 3 will remain when 
the present merger is completed—San 
Joaquin Light & Power Co., The Mid- 
land Counties Group, and Western 
Canal Co. 

Sale of some 42 per cent of the voting 
stock of United Light & Power Co. by 
the Chase Bank to a group of invest- 
ment trusts, involving about $5,000,000 
market value, is reported near comple- 
tion. It is understood that no opposi- 
‘tion has developed on the part of the 
Koppers-Mellen interests, who own 
about 28 per cent, or the Dillon Read 
group with slightly less than 10 per cent 
of the voting stock. The purchasing 
group includes American Cities Power 
& Light Corp., Electric Shareholdings 
Corp., Tri-Continental Corp., Selected 
Industries, Inc., Chicago Corp., and 
Blue Ridge Corp. The sale reflects 
liquidation of a controlling block of 
stock formerly owned by Continental 


Shares Corp. (Cyrus S. xaton of 
Cleveland) and pledged for bank loans, 
later defaulted. None of the various 
trusts into whose hands the stock is 
passing will hold as much as 10 per cent 
of the total, hence they will not be con- 
sidered holding companies under the 
Utility Act. 

Maine Gas Companies plai: ©» con- 
solidate with its subsidiary, Portland 
Gas Light Co., through an exchange of 
its own securities for those uf the Gas 
Light Co., on a share-for-shz.> hasis 

Carolina Power & Light ( 
granted a temporary order 
the PWA from allocating 


000,000 for construction a huge 
hydroelectric project on the _ntee and 
Cooper rivers. 
5 
ys? 
‘SEC Grants Exemptions 
under Title I 


| yore Lighting Corr 
subsidiaries have bh: Lint 
emption under Title L. 107849 
Act by the SEC, being '. 
intrastate business. r Tt is ut 
Orange & Rocklan ‘oe ave 
Monroe, N. Y., famou:  nisu 
ity to register asa h | "i? 4 
(but later applying for. : 
Title I) has been held no: 
ing company and given rf 
withdraw both applicati: 
interstate operation is a 
line serving a resort on ti 
between New York and I. 
The Connecticut Power 
granted exemption under 
holding company) since » ex- 
clusively an intrastate bi ss. Con- 
necticut Power Co. cut ei. its interstate 
transmission connections with Massa- 
chusetts and New York skor’’ before 
Title I became effective, an<-.ne Federal 
Power Commission asked” +he_ various 
state commissions to tak¢, ; zainst 
this procedure, but appar¢ .y have 
not done so. The SECi<.uted that the 
exemption does not apply to sections of 
the act other than Title I, and that the 
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company vill not be exempt from those 
sections of the act which apply “to any 
persons” 6r which might be applicable 
to the company in any capacity other 
than as a holding company. 

Twenty ‘hearings before examiners of 
the SEC, for some twenty-six compa- 
nies seeking exemption from provisions 
of ..~ |, have been set for various 
dates B:#een January 27th and Feb- 
ruary 3rd. The list included industrial 
and railroad corporations as well as the 
Consolidatéd Gas Co. of Baltimore, 
PF sev 444 Water & Power Co., Long 

‘-%ing Co., and some smaller 
Re 


io 


The Federal Power Commission on 
January 9th announced orders relating 
to the sale, lease, merger of power facil- 
ities, the purchase of securities of public 
utilities, and the transmission of energy 
to foreign countries. 


¥ 


Comparison of Leading Utility 
Common Stocks 


ck E accompanying table summarizes 
the current investment position of 
leading utility common stocks, showing 
prices, dividends, yields, and ratios of 
prices to earnings. 


£2 
Current Current Dividend Share Earnings Price 
Price Dividend ‘Yield ear st. Earnings 
Divia -d-paying Stocks About Rate About 193414 19351 Ratio 
American Gas & Electric ............ 39 $1.40 3.6% $1.66 $1.85 21 
eS errr ree 27 1.00 3.7 1.04 1.25 22 
Pactne Lignting GEFe. 20.060. cccccess 52 2.40 46 2.72 4.10 13 
Public Service Corp. of N. J. .......-- 47 2.40 5.1 2.95 © 2.40 20 
LS -Cyement .....0.c00e0 19 1.00 5.3 1.19 1.15 17 
_ | ERS 55 3.00 5.5 4.25 3.70 15 
ND. cis deg tipecee 107 4.00 3.7 5.19 5.75 19 
MES Hs angdinscnuy 33 1.00 3.0 2.18 1.75 19 
a a ee 89 3.60 4.0 4.04 4.10 22 
ere 137 5.00 3.6 4.30 6.50 21 
im. (Boston) ..... 157 8.00 48 9.70 9.50 17 
Dt tiuddetevesses 33 1.50 45 1.53 1.95 17 
1OEdison .......+0 27 1.50 5.6 1.18 1.75 15 
i 2 160 9.00 5.6 6.52 6.50 25 
ES ee 18 1.20 6.7 1.31 1.04. 17 
ve Electric ............ 15 0.20 1.3 0.25 0.40 37 
& Light ......ceeeeee 12 0.60 5.0 0.85 0.77 16 
mpg pret ttteteseeeeeeees 104 0.40 3.8 0.59 ae 
wld Stocks 
9Men Power .......... 8 11.122 i 
SS 2 9 1.892 0.50 2 
CO 3 0.342 —0- a 
AM. r 5; Norks cee te cea 22 1.93 1.25 18 
Commédi: ¥ Southern .......... 4 0.05 # -0- om 
Electric Bofid!@4Share ..........+006 17 0.21 0.17 
Electric Power d!Light ............+: 8 1.63% 1.408 
Niagara Hudson Power ............. 10 0.46 0.50 20 
ON 9 4 RS ae 17 0.46 2 0.30 2 
0 RS rer ror 8 0.17 -0- 
OO SE oe ne 5 0.61 2 0.50 2 
United *-* <<... i. ae eee 43 0.752 0.60 8 mes 
Long Is NE iehinsiinseseeie 44 0.22 0.25 18 
Peoples Gas SF 8 rer re 45 1.28 0.50 90 
Public Service « No. Ill. ............ 47 2.85 3.20 15 
1 As reported by Standard Statistics.  % Deficit. 
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Public Interest and Public Ownership 


o you know what a quahog is? 
Neither did this reviewer until he 
looked it up in the dictionary. The qua- 
hog, it appears, is a species of clam— 
the round, hard variety found around 
southern New England shore points. 
The quahog is cultivated in reservations 
known as quahog beds, and the whole 
matter, one might say offhand, has no 
earthly business in a magazine devoted 
to problems of utility regulation. But 
wait a minute. Did you know that there 
is such a thing as a municipal quahog 
bed—in other words, a municipally 
owned and operated utility facility for 
the culture of quahogs? The town in 
question is a respectable fishing com- 
munity in Massachusetts and there is 
probably as much, if not more, reason 
for this town to have a municipal qua- 
hog bed than there is for a sovereign 
state to go into the liquor business. 
This funny named and odd variety of 
municipal plant serves, however, to em- 
phasize the diversity which exists in 
public ownership ventures right within 
our own United States. It is generally 
assumed that our laws are rather fussy 
about what kinds of businesses are sub- 
ject to regulation as utilities,—callings 
“charged with a public interest,” as the 
lawyers say. That is, for the most part, 
a sound assumption. It may further oc- 
cur to some that our laws are even more 
fussy about what kinds of businesses 
our political bodies get into themselves. 
Strange though it may seem, that sup- 
position is not nearly so sound. The 
Consumer, organ of the consumers di- 
vision of the Department of Commerce, 
states : 
It is somewhat surprising to the uninitiat- 
ed, who at first blush would suppose that 
regulation is more frequently permissible— 


as the lesser encroachment on that private 
property which must not be taken except 


by due process of law—to find that the 
courts hold a public purpose will be served 
by government ownership and operation of 
units in many businesses which are not af- 
fected with a public interest at all, where- 
as there is no record of a contrary opinion 
being held. Or at least the Supreme Court 
of the United States has stated repeatedly 
that it will not challenge the policy of a 
local government when it has decided that 
entry in industry will serve public purpose; 
when equally as insistently it has reserved 
to itself the right to decide whether or not 
industry may be regarded as affected with 
public interest. 


The Consumer goes on to review the 
case restrictions imposed by the courts 
on regulation of businesses “charged 
with the public interest.” On the other 
hand it finds that the field wherein a 
public purpose has been held to be served 
by government ownership and operation 
includes not only the whole field em- 
braced by businesses “charged with a 
public interest” (ferries, sewers, water, 
gas, electric, carriers, communications, 
etc.), but in addition a range of enter- 
prise running from gasoline, through 
municipal markets, baths, amusement 
centers, restaurants, cement factories, 
and even retailing golf balls. 


oR example, in Williams v. Standard 

Oil, the supreme court found that a 
filling station is not a public utility and 
a statute attempting to regulate it as 
such was invalid. In marked contrast 
to this decision, The Consumer recalls 
the experiences of the city of Lincoln, 
Nebraska, which constructed a municipal 
filling station and sold gasoline at such 
low rates that competing private units 
were forced to lower their own rates. 
A gasoline “yardstick” in other words. 
The article continued : 

Promptly the Standard Oil Company filed 


a brief in court asking an injunction and de- 
claring that gasoline and oil are not neces- 
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sities of life, that no emergency existed, that 
competition was active, that there was no 
trust or combination in restraint of trade 
among Lincoln’s regular gasoline dealers, 
that the intention of the city was “to fur- 
nish a supply of gasoline sufficient in volume 
to fix and control the price at which. gaso- 
line is to be sold,” that this regulation was 
“taking property without due process of 
law.” They declared further that a tax for 
public purposes was being used in aiding 
only that segment of the public using gaso- 
line—not, they contended, a public purpose. 

The city agreed to the facts cited and de- 
murred. This demurrer was sustained by 
the courts. 

All but the last-mentioned contention sub- 
mitted by the plaintiff—the one about taxes 
—the court swept aside with the statement 
that plaintiff held no contract protecting it 
from the rigors of competition, that “state 
cannot guarantee the successful outcome of 
any business enterprise.” And replying to 
the last contention that taxes were not being 
used for public purposes and hence their use 
was unconstitutional, the court cited the de- 
cision of the United States Supreme Court 
in Green v. Frazier, “When a city sees fit, 
for the protection of the public welfare, to 
enter into activities which in the past had 
been considered as naturally within the do- 
main of private enterprise, and to assist 
that by taxation, the wisdom of its legisla- 
tion or the soundness of the economic policy 
involved cannot be considered by this court 
in passing upon the constitutionality of tax- 
ation.” 


, I ‘nis decision of the state supreme 
court was upheld by the United 


States Supreme Court, whereupon The 
Consumer concluded that “the assump- 
tion is logical that any municipality is 
free to follow its example in using the 
‘measuring rod’ device for consumer 


protection.” The Consumer might well 
have added, “provided state laws or lo- 
cal charter do not forbid.” 

Coming back to the basic proposition 
of whether public ownership should be 
extended outside of the field of the bet- 
ter known utility services, it would ap- 
pear that The Public Ownership League 
itself is somewhat disturbed by the sit- 
uation. The league’s leaflet No. 5, is- 
sued by the league’s secretary, Carl D. 
Thompson, states in part: 

Our enemies, and especially those who 
are profiting enormously from the private 
ownership and exploitation of our public 
utilities and natural resources, charge that 
we stand for the public ownership of every- 


thing. This, of course, is untrue, and the 
only purpose of making such charges is to 
prejudice the minds of the people against 
public ownership and The Public Owner- 
ship League. 

But there are also many who believe in 
at least some forms of public ownership and 
are more or less friendly to the general idea, 
who nevertheless hesitate to join with us 
in our work, fearing that we may carry the 
program of public ownership too far. It is 
necessary, therefore, that both to the friends 
and the enemies of public ownership we 
should make clear and definite our position, 
to state how far we propose to go and just 
where the line should be drawn between 
public and private ownership. 


A far back as 1929, at the regular 
convention of the league, held in 
Muscle Shoals, Ala., the president of 


that organization stated : 


Public business should be owned and op- 
erated by the public. To my mind that is 
the principal reason for the existence of The 
Public Ownership League. That is the basis 
of our movement. We are not trying to 
take away from private enterprise pi ny Mg 
ness that really belongs to tt. But public 
lighting, public water supply, public s Is, 
the care of public streets, and such matters 
are a public function, which is just as much 
public as the taxing power. We have 
turned over that taxing power to private 
hands. Then we have set up commissions to 
try to stay the hand of that taxing power 
and we have found to our sorrow that the 
commissions sre just as helpless as 7 
can be in try ug to stay the hand. And, 
therefore, the only protection, the final pro- 
tection, is for the public to take over and 
operate public functions which are properly 
and naturally theirs. And it is the only 
remedy. When we get that idea across, 
when the common citizens recognize that 
here is a public function which has been 
usurped and taken away from the public 
and now we want to restore and recapture 
it, then our problem is solved. 


Subsequently, the league adopted the 
following resolution: 


Whereas, it is desired to correct any mis- 
understanding as to the purposes of The 
Public Ownership League of America, with 
anne to the scope of its activities, there- 
ore, 

Be it resolved, that The Public Owner- 
ship League of America, in conference as- 
sembled, hereby sets forth as the policies of 
the league that it does not advocate the in- 
terference by the government in business 
which is strictly private in its nature, but 
does affirm that all such public necessities 
and natural monopolies as require franchises: 
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in the streets and public ways, are in their been improperly diverted to private control 
nature public functions and should be pub- and exploitation. 
licly owned; and that, in advocating public 


ownership and operation of such natural HE league’s leaflet then quotes from 


monopolies, The Public Ownership League the works of Professor Harvey W 
of America does not encroach upon private 


business, but is attempting to retain and to Peck of Syracuse University, as fol- 
recapture the public functions which have lows: 
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There seems to be for the purpose of this 
analysis two types of modern industry, (1) 
competitive industry, and (2) public utili- 
ties. Small-scale industries, like farming, 
may supply necessities, but the consuming 
public is protected by the working of com- 
petition. Some large-scale industries like 
automobile manufacture are accommodated 
to public interest partly by the socialization 
of the industry, partly by the force of com- 
petition, and partly by the fact that the 
product is a luxury or social necessity, and 
so in the consumers’ sphere of liberty to 
buy. . . . But large-scale enterprises 
that produce goods or services necessary 
to personal comfort and routine econom- 
ic life, which are natural monopolies, and 
which involve practically no risk (assum- 
ing complete technical investigation and 
planning in advance) these are the indus- 
tries that may be operated at cost, financed 
by bonds, and directed solely by engineers, 
technicians, accountants, and other experts 
whose services may be secured on a salary 
basis. This would seem to be the proper 
sphere of the engineer rather than the fin- 
ancier or risk-taker; and, hence, might be 
suitably under public ownership and opera- 
tion in the United States. 


Coming back to that much harrowed 
field of discussion—“business charged 
with public interest,” Judge Emmet H. 
Wilson of the supreme court of Los 
Angeles contributes a stimulating analy- 
sis of the subject in the fall number of 
the Southern California Law Review. 
Judge Wilson appears to be annoyed by 
the treatment given by popular writers 
to the decision of the Supreme Court in 
State v. Nebbia (which upheld the valid- 
ity of a New York statute regulating 
the price of milk). 


B Bpvon writers, mostly in the daily 
press, hailed the Nebbia Case as 
marking a new era in an expanding field 
of governmental regulation of various 


industries as public utilities. Judge 
Wilson summarized his views as fol- 
lows: 


Contrary to the news writers, the Neb- 
bia Case was not the beginning of a new 
epoch in the regulation of business and stat- 
ed no novel principle of law. In the cases 
cited herein regulations previously had been 
upheld which were fully as drastic as those 
contained in the milk law. Always the main 
question has been whether the property or 
business to be regulated was affected with a 
public interest; but of this phrase there has 
been no definition. The court has decided 
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each case according to the facts and with 
reference to the conditions which brought 
about the regulation. To summarize, we 
find that on the ground that they covered 
matters which were held to be affected with 
the public interest, the Supreme Court has 
sustained statutes regulating the price of 
handling grain in elevators, the cost of 
handling and selling live stock in stock- 
yards, insurance rates, insurance brokers 
and their commissions, taxicabs rates for 
transportation furnished under contract 
with third parties (but not when furnished 
on individual orders), rents during emer- 
gency periods, the price of milk, trucking 
on highways in competition with railroads, 
imposing a tax on bank deposits for a guar- 
anty fund, and permitting condemnation 
of land for private purposes under special 
conditions. On the other hand, because not 
relating to matters affected with the public 
interest, as the court viewed the subjects 
when presented, it has refused approval of 
statutes regulating hours and wages of those 
employed in the manufacture of food, wages 
of women and children, the resale price of 
theater tickets, employment agents’ fees, 
the price of gasoline, the manufacture of 
ice, rents after termination of emergency, 
and equalizing the price of cream through- 
out the state. A law fixing hours and wages 
of railroad employees, passed in the emer- 
gency of a threatened strike and consequent 
suspension of interstate commerce, was sus- 
tained, but subsequently the court refused 
to follow that decision when no emergency 
existed, as it rejected the rent law after the 
emergency had ended. 

The court did not sanction, in the Nebbia 
Case, general control of prices of com- 
modities or of services. The court stated at 
great length the conditions existing in New 
York which caused the dairy business to be 
affected with a public interest, and there are 
ample precedents supporting the decision. 
The several grounds upon which the court 
based its approval of the statute may be 
thus stated: The mere interference with the 
right of private contract is not sufficient to 
invalidate a statute when the public interest 
is sufficiently at stake; the power to regulate 
does not depend upon the existence of a 
monopoly, or of a franchise from the state; 
the test is not the use by the public generally 
of the commodity affected, or the size of the 
business, or the amount of capital employed ; 
circumstances may so c e as to clothe 
with a public interest a business that had 
previously been of private concern; there is 
no class or category of business that is 
exempt from being declared to be affected 
with a public interest; when regulation is 
necessary for the public good it may be ac- 
complished by the regulation of prices; and, 
finally, regardless of legislative declarations, 
the court will determine for itself, in each 
instance, whether the business sought to be 
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regulated is affected with a public in- 
terest. 


And so, Judge Wilson concluded that 
the Nebbia Case did not itself signify 
the dawn but rather the noontide of a 
day that had dawned with Illinois v. 
Munn (the grain elevator case of 1877), 
when for the first time the precept was 
enunciated that it was within the power 
of the states to regulate a business that 
was affected with a public interest— 


that is to regulate business for the 
public good. 
—F. X. W. 


On THE JupictaL Front. The Consumer. 
November 15, 1935. 


Pustic OwNnersHiIp—Limitep. By Carl D. 
Thompson, Secretary, The Public Owner- 
ship League of America, 127 N. Dearborn 
Street, Chicago, Ill. Leaflet No. 5. 


Property AFFECTED WITH A PuBLic INTEREST. 
By Emmet H. Wilson. Southern California 
Law Review. November, 1935. 





Interstate Compacts—The Alternative 
to Federalism 


HE two explosive decisions of the 
Supreme Court which blasted the 
NRA and the AAA, respectively, have 
undoubtedly focused popular attention 
upon the interstate compact as a possi- 
ble field of governmental action midway 
between Federal and state control. Of 
course the court focused attention on 
other alternatives as well—a constitu- 
tional amendment centralizing Federal 
industrial and agricultural control and 
even proposals to do away with judicial 
supremacy. By and large, more prac- 
tical advocates of regulation, meaning 
those who want something done as soon 
as possible, have considered that rather 
obscure clause of the Constitution which 
authorized or at least does not prohibit 
interstate compacts. It follows: “No 
state shall, without consent of Congress 
enter into any agreement or com- 
pact with another state or a foreign 
power. .” It is generally assumed, 
notwithstanding the negative language 
employed, that this very prohibition im- 
plies constitutional authority for the 
states to enter into compacts by and 
with the consent of Congress. 

The language used was probably in- 
tended to prevent the formation of any 
combination tending to increase the po- 
litical power of the states as against the 
Federal government. In this day and 
age, however, such a possibility is so 
remote. In any event, Congress can 
surely be depended upon to protect its 


own prerogatives against state encroach- 
ment. It is the states, on the other 
hand, that need to worry about encroach- 
ment from the Federal government. 


Nn the December (1935) issue of Po- 

litical Science Quarterly, there is an 
interesting discussion of interstate com- 
pacts—the first of a series of two ar- 
ticles by Jane Perry Clark of Barnard 
College. Miss Clark obviously wrote 
her analysis in the atmosphere, or at 
least under the surviving influence, of 
the Blue Eagle whose song had ended by 
the time Miss Clark took pen in hand, 
but whose melody still lingers on to the 
tune of a considerable payroll. 

Hence Miss Clark finds that the re- 
cent impetus given to interstate com- 


pacts came chiefly from a desire to sup- 


plement or bolster up NRA codes in 
event they were superseded. Without 
this background, she feels that the pris- 
on and child labor compact, for example, 
which went into effect January 1, 1934, 
and had been approved by 27 states 
within a single year, would not have re- 
ceived such prompt attention. She 
states: 

This compact illustrates a particular form 
of Federal action, made possible by virtue 
of the now defunct NIRA. Thus the Presi- 
dent, by virtue of the authority delegated 
to him under that act, gave the “consent of 
Congress” to the agreement by executive 
order. In view of the decision in the 
Schechter Case, this attempted short cut 
would not at present be possible, but there 
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are other avenues for presidential action of 

a different sort. The consent of Congress 

may be given by resolution or formal en- 

actment, but “every order, resolution, or 
vote to which the concurrence of the Senate 
and House of Representatives may be neces- 
. . . Shall be presented to the Pres- 

” to be approved or vetoed. 

Hence it may be presumed the executive has 

the control of the veto power over compact 

negotiation. It has been specifically sug- 
gested in regard to the problems of petro- 
leum production which cannot be solved by 
state laws alone, that the negotiation of state 
compacts “over which the President of the 

United States or a Federal agency in the 

interest of the consuming masses of the na- 

tion may hold some veto power is a solu- 
tion.” 

It is undoubtedly true that the mo- 
mentum and prestige of the NRA car- 
ried with it sufficient influence to get 
state action on compacts supplementing 
the work of the NRA, but what about 
compacts which are independent of or 


which might even have partially sup- 
planted the NRA? 


I" the absence of such specific Federal 


pressure, Miss Clark’s research indi- 
cated that states are slow to enter com- 
pacts and even slower in ratifying them, 
especially where industrial competition 
between the states exists. Miss Clark 
states on this point: 


The first problem is to get the ball rolling, 
for states must be persuaded to act. In the 
past there have been many instances where 
they have shown inertia in taking the initia- 
tive and where, on the other hand, they have 
been shy in accepting the invitation of the 
Federal government to enter agreements, as 
will later be seen. Considerable discussion 
is often necessary to point the way, for 
states must be convinced that it is not to 
their disadvantage to enter an agreement. 
This persuasion is particularly difficult in 
any situation where the competitive element 
is strong between states, as is found, for ex- 
ample, in the “hot oil” difficulties. In such 
situations, states must be convinced that 
compacts will relieve rather than aggravate 
the conditions of interstate competition be- 
fore they will consent to negotiation. An 
illustration of how slowly the compact may 
get under way under such competitive condi- 
tions is found in the development of agree- 
ments in the field of labor legislation. Back 
in January, 1931, Governor Roosevelt of 
New York called a conference of governors 
to discuss unemployment and related prob- 
lems, and this and subsequent conferences, 


beginning in June of that same year, of 
labor department officials of the northeast- 
ern states aroused interest in the possibili- 
ties of the compact device for elimination of 
competitive hazards in labor legislation. 
Three years passed before action was for- 
mally taken on Governor Roosevelt’s pro- 
posal. Discussion and negotiations contin- 
ued until a compact on minimum wages, the 
first in the field of labor legislation, was 
signed on May 29, 1934. The first ratifica- 
tion was appended about a month later but 
the second was delayed until May 29, 1935, 
exactly a year after the signature of the 
compact. 


Miss Clark goes on to record some in- 
teresting information on the rarely cov- 
ered field of legal procedure in inter- 
state compacts. She also raises puzzling 
questions. Should Congress approve 
compacts before or after the states have 
reached their agreement? Should the 
Federal government participate? Should 
Congress give blanket blessings in ad- 
vance to encourage state action? 


| Prev back to questions of funda- 
mental policy, the question most 
often raised about the state compact 
is whether the difficulty of getting 
prompt and unanimous or nearly unani- 
mous state action is not so great as to 
make the device impractical. The ques- 
tion is obviously a fair one in view of 
the dreary record of dilatory state ac- 
tions reviewed by Miss Clark, but the 
St. Paul.(Minn.) Dispatch editorially 
makes a hopeful observation. It con- 
cedes that a “great push” on a state 
compact would be practically impossible 
where political strength is even divided 
on it, but it points out that in periods of 
landslide votes of confidence, which 
happen ever so often, great gains can 
be made: ; 

There is little doubt that shortly after 
Franklin Roosevelt took the oath of office 
March 4, 1933, he could have swung 48 
states into line on reasonable state compacts 
for commercial regulation had he chosen to 
follows that route. He chose instead the 
more convenient route of direct congres- 
sional action only to be betrayed by its con- 
stitutional defects. Of course the difficul- 
ties of mobilizing public support behind such 
sweeping compacts at this stage are im- 
mense. We have traveled too far and too 
long on the path of Federalism. Besides, 
the prestige of the leadership is faltering and 
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has afflicted its policies to such an extent 
that a complete and abrupt shift of policies 
would probably create more bewilderment 
than codperation. But if it could have been 
done before, it can be done in the ultimate 
future—not by Franklin Roosevelt perhaps, 
but by a successor who is able to profit by 
his experience. 


| ge yey the best way to start this de- 
vice on the way to popularity might 
be to try it out on something more pop- 
ularly and universally accepted than 
NRA or its like. For example, the 
Lindbergh anti-kidnapping law would 
probably have encountered little resist- 
ance if Congress had presented it to the 
states for action instead of passing it as 
a Federal statute, concerning the consti- 
tutionality of which complaint has al- 
ready been made. The same might be 
said of the anti-narcotic law and the 
White Slave Act, although it appears 
that they have already received the Su- 
preme Court’s blessing. Commenting 
upon the recent action of seven south- 
western states for a compact to make 
possible joint action on crime, the same 
St. Paul (Minn.) Dispatch stated: 


States may. form compacts with the per- 
mission of Congress. An outstanding ex- 
ample is the compact, also in the. Southwest, 
for flood control, irrigation, water supply, 
and power generation on the Colorado river. 
The purpose of such compacts is to permit 
state action in fields where the problem by 
its nature extends across state lines. 

Crime is such a problém. What the Fed- 
eral government may do is constitutionally 
limited. Still some form of interstate ac- 
tion is needed to cope with the modern crim- 
inal, with his ability to move rapidly from 
one state to another. Hence this compact 
to unify authority in the seven states against 


crime. 
The difficulties are great, but farm states 
could be joined in a compact to regulate 
agriculture to control production and pay 
the benefits. The Supreme Court has just 
said regulation of farming is unconstitution- 
al for the Federal government. But there is 
nothing to prevent the government from 
subsidizing states in compact to take over 
the AAA, if Congress gives its consent. 


A” this brings us back to the field of 


regulation. If the Wheeler-Ray- 
burn Act is outlawed by the highest 
court in whole or in part, is it possible 
that the interstate compact device could 


be used to carry out substantially the 
same purposes? And what about gov- 
ernmental business operations by the 
Federal government, not reasonably in- 
cident to some constitutional power 
(such as control of navigation or regu- 
lation of interstate commerce)? These 
are serious questions—especially the lat- 
ter. Regulation is one thing; operation 
is quite another. It is doubtful indeed 
if the states by any form of mutual 
compact could give the Federal gov- 
ernment power to operate. At most, the 
states could only agree to “operate” 
jointly. 

Along these lines the recent report to 
the President of the National Resources 
Committee makes interesting reading. 
The committee report advocated “not 
Balkanization of America,” but codper- 
ative use of state and Federal powers on 
a subnational basis to attack planning 
problems involving more than one state. 

The report on Regional Factors in 
National Planning and Development 
follows the recently issued document on 
state planning and shows the inade- 
quacy of state powers to meet pressing 
problems of water use and control, land 
use, erosion, and mineral policies over- 
lapping state lines. In the opinion of 
the National Resources Committee these 
regional planning problems should be 
handled on a decentralized basis. 


HE principal recommendations of 

the committee include: (1) con- 
tinued support by the Federal govern- 
ment of state planning; (2) the estab- 
lishment as needed of regional planning 
commissions like those in New England 
and the Pacific Northwest; (3) the en- 
couragement of further use of inter- 
state compacts as a means of solving 
regional problems wherever this is feasi- 
ble; (4) consideration of the advantages 
of Federal authorities of a regional- 
functional nature, such as the Tennessee 
Valley Authority, as a means of deal- 
ing with some types of subnational 
problems ; (5) the adoption of a gener- 
al policy that comprehensive planning 
should precede development programs ; 
(6) the establishment of a permanent 
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advisory National Planning Board re- 
sponsible directly to the President and 
charged with the duty of preparing 
plans and general policies, stimulating 
and encouraging regional and state 
planning, and advising the President on 
progress and development of planned 
proposals; (7) the establishment of a 
permanent National Development Ad- 
ministration based upon the powers, du- 
ties, and functions of the Emergency 
Administration of Public Works, the 
Works Progress Administration, the 
Allotment Committee, and the Federal 
Employment Stablization office; (8) the 
use of a variety of methods of construc- 
tion and development of regional proj- 
ects as adequate planning may suggest 
or the Development Administration may 
find appropriate or expedient; and (9) 
pointing out Federal policy so as to 


bring down the 108 different sets of 
field districts in use by Federal agencies 
to a limited number of regional centers, 
say 10 to 12. 


O* the subject of states’ rights, the 
report stated: 


A problem that is fundamentally more 
serious, however, but often overlooked in 
the hot debate over “centralization” versus 
“state rights,” is the fact that the major 
problem areas frequently overlap state 
boundaries and yet cover only a part of the 
whole Nation. Production areas, manufac- 
turing areas, lines of transportation, corn, 
cotton, citrus, coal, watersheds, timber, are 
no respecters of political boundaries, yet 
may create problems that require public at- 
tention. Some of these areas, such as the 
Northeast, the Northwest, the Southeast, 
are marked by so many fundamental nat- 
ural, population, and cultural factors, that 
they create a regional consciousness in the 
minds of their inhabitants. The fact that 
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state boundaries are firmly embedded in the 
Constitution has led to a search for means 
of setting these regional or subnational in- 
terests into the framework of the American 
Nation. 


Following the committee’s reference 
to a “public corporation such as the 
Tennessee Valley Authority,” there is 
also suggested, as an alternative to 
direct Federal control of such projects, 
“an interstate authority where state 
powers are required to deal with a 
problem extending over more than one 
state.” The report also suggests that 
“a public authority with ownership 
vested in both Federal and state might 
provide for joint responsibility and 
costs.” 


HESE are interesting ideas but 
the Dallas (Tex.) Morning News 
gives a notable editorial warning: 


Nevertheless, the whole movement for 
planning should be so directed that the in- 
spiration and the initiative will come from 
regional and state sources, not Washington. 
The trouble with permitting Federal par- 
ticipation in anything is the tendency of Fed- 
eral participation to develop into Federal 
domination. It is usually the old story of 
the camel getting his head in the tent. Af- 
ter Federal domination has been achieved 
operation becomes well unified and super- 
ficially efficient, but perfunctory. No Wash- 
ington bureau head will ever have as good 
a plan for Texas as will a Texas Planning 
Board. Federal participation will be neces- 
sary in solving state planning board prob- 
lems in many instances, especially among 
the smaller states, but the authority to 
initiate and direct should be left with the 
state bodies, the Federal bodies devoting 
their energies to codrdinating. 


This might suit the requirements of 
the Constitution, but it probably would 
not be to the entire satisfaction of some 
-of the planners in Washington. 


U might appear somewhat of a para- 
dox that at the same time Washing- 
ton is so annoyed with the Supreme 


Court for obstructing its federalistic 
tendencies, the Federal administration 
itself proposes to decentralize govern- 
ment to the extent of setting up a 
number of “little Washingtons” all over 
the country. The Nebraska State Jour- 
nal editorially comments : 

Federal supervision of states and direc- 
tion of state activities has become an un- 
wieldy job when handled from Washington. 
The national capital has become crowded 
with administrative officials, crowded to the 
extent that room for them is being sought 
in near-by cities. It has been found difficult 
to deal with forty-eight governmental units 
and the suggestion has been made that a 
fewer number might offer a better scheme, 
with a number of states combined into one 
unit, controlled from one near central gov- 
ernment headquarters. Thus from ten to 
eighteen “little Washingtons” might be es- 
tablished from which the Federal govern- 
ment would extend its directions. The sug- 
gestion comes from the national resources 
set-up, dominated by Federal officials. 


~ Shortly before the National Resources 
Report was issued, a political science as- 
sociation, meeting in Atlanta, Ga., even 
went so far as to propose the abandon- 
ment of present state forms in favor of 
larger, stronger, regional bodies, such 
as the provinces of neighboring Domin- 
ion of Canada. 

All of which would indicate that what 
we need more than additional govern- 
ment regulation is a simplification of 
what government we already have. 


—E. S. B. 


INTERSTATE CoMPACTS AND SoctAL LEGISLA- 
TIon. By Jane Perry Clark. Political 
Science Quarterly. December, 1935 


State Compacts. Editorial. St. Paul Dis- 
patch. January 9, 1936. 

Report of National Resources Committee to 
the President. December 23, 1935. 


INTERSTATE PLANNING. Editorial. The Dal- 
las Morning News. December 30, 1935. 


DECENTRALIZATION? Editorial. Nebraska 
State Journal. December 30, 1935. 





State Commission 


RDINARILY, annual reports, particu- 
larly annual statistical reports of 
state public service commissions, do not 


Reports Progress 


make very exciting reading. The Sec- 
ond Annual Statistical Report of the 
Missouri Public Service Commission 
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for 1934 (only recently available) on 
electrical utilities operating in that state 
is no exception to the rule, but if one 
is prepared to grub out of the record 
compiled by this able and respected 
regulatory body pertinent facts, he can 
assemble for himself an interesting and 
unusual picture—in view of the war that 
is being made upon utilities throughout 
the country by the Federal administra- 
tion and other forces opposed to private 
ownership of public utilities. 

The Missouri commission has author- 
ity over all privately owned utility com- 
panies operating within the state. This 
control includes the usual supervision 
of rates, service, securities, and the 
issuance of certificates of convenience 
and necessity. What has happened to 
private electric utilities of Missouri un- 
der this commission regulation? The 
report indicates that at the end of 1934, 
the average residential rate for electric 
service was 51 per cent below the level 
of 1933. There is general corroborative 
evidence of this in the form of a graph 
based upon the U. S. Bureau of Labor 
Statistics, showing the average rates 
for electricity steadily declining since 
1921, as against an increasing curve 
for the average cost of living. This 
graph, or other graphs along similar 
lines, is probably familiar to readers 
of the ForTNIGHTLY. 

As to Missouri, the average residen- 
tial rates have declined from 8.70 cents 
per kilowatt hour in 1913 to 4.27 cents 
in 1934. Of course, during that same 
period, the monthly bills of consumers 
have increased because of the greater 
consumption of electricity stimulated by 
the rate reductions. This is the usual 
statistical performance under such con- 
ditions and is probably duplicated in 
every other state in the Union. 

This does mean, however, that every 
family is able to use much more elec- 
tricity for labor-saving and other de- 
vices and have more light than could, 
perhaps, have been afforded if the rates 
had not been reduced. Thus, we find 
that the average householder in Mis- 
souri spent $29.50 in 1934 to light his 
home and in operating appliances, which 


was an average of 8 cents a day. The 
commission concludes that “the cost of 
residential service amounts to an aver- 
age of less than 1 per cent of the average 
family budget.” 


se commission in the report hesi- 
tated to compare rates of privately 
owned utilities and municipal or publicl 
owned plants because of “the vast dif. 
ference in the variables that influence 
the two classes of service.” Certain 
other governmental bodies have evi- 
denced no marked reticence on this 
point. The commission goes on to ex- 
plain that no system of accounting has 
been set up by publicly owned utilities 
comparable to that which the commis- 
sion required privately owned utilities 
to keep. Then, there are the usual dif- 
ferentials between taxes and other 
charges which the privately owned util- 
ities must pay but which, as a rule, pub- 
licly owned plants do not have to pay. 
The commission found that in 1934 
taxes leveled on privately owned utili- 
ties amounted to 12 per cent of their 
gross revenues. In comparison with 
this, the commission observes that Fed- 
eral Power Commission figures indicate 
that taxable net monthly bills for elec- 
tric current in ten Missouri communi- 
ties having municipal plants are not ma- 
terially, if any, lower than similar resi- 
dential bills in cities having commercial 
plants. 


Some a broad and a long range 
view of the picture of utility regu- 
lation, summed up by the Missouri com- 
mission’s report, including trends in 
rates and the quality of service that have 
been continuing even before the advent 
of the New Deal with its disciplinary 
policies toward utilities, one wonders 
what possible justification there can 
be for the frequently alleged charge 
that commission regulation has broken 


down. 
—F. X. W. 


Seconp ANNUAL STATISTICAL REPORT ON 
Exectric Urtiiities, 1934, Public Service 
Commission of Missouri, Jefferson City, 
Missouri. 
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Investigates Rumors 


ovING to run down “ugly rumors” re- 

porting the use of “improper influence,” 
the Federal Communications Commission last 
month created an investigating committee to 
gather facts. The committee is composed of 
all commissioners excepting Chairman Anning 
S. Prall and E. O. Sykes, who asked to be 
excused. The reports recently were investi- 
gated by Department of Justice agents, who 
reported to Prall there was nothing to sup- 
port them. 

Commissioner Irvin Stewart, vice chairman, 
will head the investigating committee, which 
was created on motion of Sykes. The com- 
mission is not concerned, Stewart said, as 
to whether the investigation supports or dis- 
counts the rumor, which grew out of a 
reported conversation in a Washington hotel, 
overheard by Mortimer Prall, son of the 
chairman. Prall requested the Justice De- 
partment to make an investigation. Authori- 
tative sources disclosed the incident had 
fanned ill feeling among the commissioners. 

In addition to Stewart, members of the com- 
mittee are Thad H. Brown, Norman S. Case, 
George Henry Payne, and Paul A. Walker. 


Recommends Natural 
Gas Control 


A BROAD joint Federal and state program 
to regulate the $2,500,000,000 natural gas 
and pipe-line industry was recommended to 
Congress January 10th by the Federal Trade 
Commission. Urging considerable care so 
Federal power should not invade the states’ 
prerogatives, the commission set forth a plan 
to conserve gas, control “monopolistic” activ- 
ities, and to separate the natural gas from 
the electric utility industry. The report con- 
cluded the investigation of utility holding 
. companies started more than seven years ago 
under congressional order. The report said: 


Federal jurisdiction, plus the jurisdiction 
of the several states, should be utilized and 
coérdinated to produce effective regulation 
and the termination of existing abuses and 
leave no unregulated twilight zone. 

In the nature of things, conservation of 
the supply of natural gas is primarily of 
national concern, but under the country’s 
constitutional system, its legislative accom- 
plishment is largely for the states, unless 
the Federal tax power or the power to en- 
act measures for the common defense can 
be invoked. 


The regulatory plan, in general, calls for 
Federal legislation to prevent the movement 
in interstate commerce of gas produced in 
violation of state laws, and interstate com- 
pacts approved by Congress. 

Other suggestions seek to protect inde- 
pendent producers; insure “reasonable” ex- 
tension of gas facilities to communities without 
them; remove gas companies from the con- 
trol of electric companies to stimulate com- 
petition, and render banking control im- 
possible. 


Presents Rural Electri- 
fication Bill 
A= was introduced in the House Jan- 


uary Sth authorizing government loans of 
$100,000,000 yearly for the next nine years for 


.rural electrification. The measure was offered 


by Representative Sam Rayburn of Texas, 
who explained the loans proposed would be 
self-liquidating with up to forty years allowed 
for repayment. The Rayburn bill provides for 
a permanent national policy for rural electri- 
fication, widening the scope of the rural elec- 
trification administration from an emergency 
temporary agency. Without mentioning the 
REA, Rayburn said his bill provided for car- 
rying forward and extending over a much 
wider front the movement that in the last 
few months has demonstrated such great 
potentialities for the betterment of farm life. 

The bill allocates among the states 70 per 
cent of the $900,000,000 fund and leaves ex- 
penditure of the rest discretionary with the 
administrator, who would be named by the 
President, subject to Senate confirmation. 
The bill also would limit loans to public 
bodies and limited dividend or nonprofit cor- 
porations. Purchase of wiring, electric ap- 
pliances, and plumbing equipment would be 
financed through loans to rural customers, in- 
cluding customers on existing lines. Com- 
menting on the bill, Mr. Rayburn said: 

“Our experience with the present limited 
rural electrification program has demonstrated 
its enormous possibilities. My measure will 
provide a permanent rural electrification ad- 
ministration. This organization, like the pres- 
ent temporary one, would finance projects in 
virgin territory only. It would be authorized 
to make loans beginning next July.” 


Challenges Power Act 


LS parm of the power commission act 
passed by the Ontario legislature in 1935 


268 





THE MARCH OF EVENTS 


was questioned last month by a writ that the 
Ottawa Valley Power Company and a holder 
of bonds of the company have issued against 
the Attorney General of Ontario, the Hydro 
Electric Power Commission of Ontario, and 
the Royal Trust Company, Montreal. The 
act challenged in the suit had the effect of 
canceling contracts for power entered into 
by a previous Ontario administration with 
four Quebec power companies, including the 
Ottawa Valley Power Company. 

The endorsement of the writ says the plain- 
tiffs ask for a declaration “that the power 
commission act of 1935 is ultra vires of the 
legislature of Ontario as to all its provisions,” 
or, in any event, as to certain sections. 


Releases Statement of Rate 
Adjustments 


ELIEVED by statute of the burden of its cost- 
ly contracts for Quebec power supply, 
the Ontario Hydro Commission has announced 
an adjustment of rates in its Niagara district, 
based on 1934 operations. The commission 
recommended electric rate reductions in 57 
municipalities, rate increases in 16 munici- 
palities, and rate refunds of a certain per- 
centage of the 1934 revenues in 9 municipali- 
ties. As a result, consumers in the Niagara 
system municipalities will benefit to the extent 
of $152,675. Of this amount, $52,739 will be 
deducted from the monthly bills, and an addi- 
tional $40,391 will be handed back as a credit. 
Municipalities will receive $59,543 in cash. 


The commission’s analysis of the year’s op- 
erations showed that the cost of power to the 
municipalities exceeded the revenue by $2,992,- 
935. To offset this $2,869,828 was appropriat- 
ed from the contingencies reserve of the sys- 
tem and a net amount of $123,106 was collect- 
ed from the municipalities. 

In a recent statement T. Stewart Lyon, 
chairman of the Ontario Hydro Electric Pow- 
er Commission, pointed out that the revision 
of the wholesale power rates throughout the 
Niagara system, to which the commission 
looks forward, will have to await rebuilding 
of the contingencies reserve, which has been 
heavily drained by the Quebec power bills. 
The withdrawals in 1935 were estimated at 


$2,766,737 


Seeks to Increase Taxes 


HE mayor of Toronto announced last 
month that he would ask the special civic 
committee on assessment and taxation to 
report on the advisability of securing legisla- 
tion to compel the Toronto Hydro and the 
Toronto Transportation Commission, the two 
municipally owned electric utilities, to pay 
the same taxes as privately incorporated 
companies. i 
Alderman McNish, a member of the special 
committee, said he believed the city should 
secure the legislation to tax the utilities and 
have it written in a manner which would en- 
able the city to remit taxes to the utilities if 
it found they could not pay them. 


Arkansas 


New Electric Rates 


Nee opposition by the civic 
authorities of Fort Smith and Van 
Buren, the Arkansas commission submitted a 
revised electric rate filed by the Oklahoma 
Gas and Electric Company which went into 
effect January 15th in communities served by 


the company in western Arkansas. A new 
schedule, known as an objective rate, became 
effective in Fort Smith, VanBuren, and Ozark. 
It was reported that a rate structure of similar 
nature would become effective in other towns 
served by the concern. 

The new rate decreases the bills for 3,700 
Fort Smith consumers and increases those of 
2,100 electric users. The utilities department 
reported the new rates will mean a saving of 
about $4,000 a year to customers in Fort 
Smith. 


To Revise Bond Schedule 


ITTLE Rock’s proposal to buy the local prop- 
erties of the Arkansas Water Company 
for $3,850,000 and build a new water supply 
at a cost of $3,080,000 was reported last month 
to have been tentatively approved by the Pub- 
lic Works Administration. John A. Sherrill, 
project attorney for the city of Little Rock, 
announced the money should be available as 
soon as the bond payment schedule is revised 
to meet the approval of the Public Works 
Administration. 

According to the proposed set-up, the RFC 
would buy the bonds necessary to furnish the 
purchase price for the water company’s prop- 
erties and the PWA would make a loan and 
grant for the water supply system based on 
a grant of 30 per cent of the cost of labor and 
materials. 
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California 


Senate’s Power-Water Quiz 


[sasmers consequences would follow cen- 
tralization of ownership and control of 
water and power utilities in the state, accord- 
ing to George L. Hoxie of the Southern Cali- 
fornia Edison Company, who testified last 
month before a state senate committee investi- 
gating the feasibility and practicability of such 
a plan. Mr. Hoxie declared the state and 
Federal governments would lose $15,000,000 in 
taxes immediately and that stockholders would 
lose $28,000,000 annually in dividends. Vigor- 
ous opposition to such legislation was ex- 
pressed not only by the privately owned utili- 
ties, but by municipal plant officials. The 
electrical engineer of the Los Angeles Bureau 
of Power and Light said that “as far as we 
in Los Angeles are concerned, we do not want 
to be disturbed.” Similar opposition was reg- 
istered by a witness for the Imperial Irriga- 
tion District. 

Committee members also sought informa- 
tion on transfers of funds from publicly owned 
systems to municipalities, questioning whether 


or not such “gifts” were not conducive to - 


extravagance in city governments. 


Files Rate Reduction 


HE Los Angeles Gas and Electric Corpo- 
ration on January 15th announced it had 
forwarded for filing with the railroad com- 
mission, new low electric rate schedules which, 
it was estimated, would save its customers 
$820,000 a year, effective February 1st. 
Savings to consumers range up to 15 per 
cent and the company estimated that the new 
schedules would reduce annual gross revenues 
by approximately 10 per cent. The electric 
rate reduction followed a recent announce- 
ment by the company that effective February 
15th it would make a 15 per cent reduction to 
its domestic and commercial gas consumers on 
that portion of their bills between $2 and $25, 
where gas is used for cooking, automatic wa- 
ter heating, and building heating. 


Recommends Power Plan 


IX an effort to conform with Secretary 
Ickes’ demand that the city of San Fran- 
cisco comply with the Raker Act in engaging 
in municipally owned power operations as a 
prerequisite for obtaining Hetch Hetchy pow- 
er, a special committee of the city council last 
month voted to recommend a plan under which 
the city will only partially engage in electric 
operations. The motion for adoption of the 
plan carried with it the suggestion that the 
three alternate plans, providing for municipal 
distribution of only parts of the city’s Hetch 
Hetchy power, be taken up with Secretary 
Ickes in case he disapproved of the plan ap- 
proved. 

The plan adopted calls for the expenditure 
of about $18,000,000 to purchase portions of 
the Pacific Gas and Electric Company’s dis- 
tribution system in San Francisco, continua- 
tion of delivery of Hetch Hetchy power to the 
company at Newark, and its repurchase in San 
Francisco. 


Awaits State Supreme 
Court Ruling 


Agee of the San Francisco supervisors’ 
special power committee were reported 
last month ready to push a court test to find 
out if the board has the power to authorize 
the public utilities commission to issue revenue 
bonds to finance establishment of a power dis- 


tribution system. If the state supreme court 
should decide the board has such power, how- 
ever, the committee members do not favor us- 
ing it without the approval of a majority of 
the voters. The power committee shelved the 
proposed revenue bond ordinance at a recent 
meeting. 

The delay in acting on the bond ordinance, 
according to Supervisor Havenner, was to 
give further study to its provisions with the 
idea of making it as certain of obtaining court 
approval as possible. 


Colorado 


Seeks Dam Site 


BY Denver water board voted last month 
to file with the state engineer, a petition 
for a reservoir site on Williams Fork, a west- 
ern slope tributary of the Colorado river, and 
on the 93,637 acre feet of water it will hold. 
The water, according to the claim, is to be 
used for municipal, irrigation, hydroelectric 


power, and sewage disposal plant purposes. 
The dam, to be 180 feet high, would be located 
just above the point where the Williams Fork 
joins the Colorado near Kremmling and would 
cost $1,850,000. A special staff in the city 
engineer’s office was preparing detailed plans 
for the diversion project, to be submitted to 
the Federal government with a request for 
funds for the work. 
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Incidentally, the Denver board also took 
under consideration a request of the National 
Youth Administration for permission to place 
eight boys and two girls in various depart- 
ments of the water plant as apprentices. The 


NYA would pay the young workers a small 
monthly salary. It was said that if the re- 
quest is granted, the Federal agency plans to 
make similar arrangements with other mu- 
nicipally owned utilities in Colorado. 


Connecticut 


Accepts Reduction Proposal 


HE state public utilities commission has 

accepted a proposal of the Derby Gas & 
Electric Company to reduce rates, it was an- 
nounced at Ansonia on January 10th. George 
Spector, chairman of a chamber ef commerce 
committee formed to bring the. question of the 
company’s rates before the commission, re- 


ceived a copy of a letter sent the company’s 
— by the commission, accepting the pro- 
posa 

The company, which serves Shelton, Derby, 
and Ansonia, proposed reductions in its electri- 
cal department totaling approximately $95,000 
a year, the letter said, and a new rate scale 
was expected to be announced within a few 
weeks. 


Florida 


Favor Compromise 


EMBERS of the Miami city commission last 
month were reported as favoring ac- 
ceptance of former Circuit Judge A. J. Rose’s 
plan to negotiate differences between the city 
and the Florida Power & Light Company, 
according to a private poll. 
The rate case, in which the company seeks 


to enjoin the city from enforcing a 1933 ordi- 
nance reducing electric light rates 33 per cent 
and power rates 29 per cent, was said to be 
awaiting a report by a special Federal master 
in chancery. A temporary injunction granted 
May 21, 1934, by Circuit Judge H. F. Atkin- 
son, restrains three members of the present 
commission from entertaining compromise 
proposals. 


Georgia 


Restricts Fees 


= Georgia Public Service Commission 
on January 16th announced it had issued 
an order disallowing all but specific fees for 
holding companies on Georgia public utilities 
in the board’s considerations of the various 
companies’ costs for rate-making purposes. 
Chairman Jud P. Wilhoit said some of the 
smaller companies have been permitted to put 


blanket fees on holding companies in their 
list of operating costs but in the future only 
those fees for which specific work has been 
done will be permitted. 

The order said when fees for services ren- 
dered by the holding company are intended to 
be charged as an operating expense, they must 
be supported by statements setting forth in 
detail each act of service charged for and the 
reason and necessi:y thereof. 


Illinois 


Asks Cut in Utility Charges 


HE Belleville city council last month di- 

rected City Attorney L. N. Perrin to pe- 
tition the Illinois Commerce Commission for 
reductions in water, electric, and gas rates. 
The council also adopted a resolution stating 
its opposition to a long-term franchise for the 
water company. The East St. Louis and 
Interurban Water Company has applied for 


a 30-year franchise at present rates, it is 
reported. 

In urging reductions, it was stated the elec- 
tric rate cut of 15 per cent a year ago still 
leaves the rate at too high a level; that the 
water rate was raised 35 per cent in 1927, 
and that there has been no material change in 
the gas rate for ten years. Electricity and 
gas are provided by the Illinois Light and 
Power Corporation. 
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Municipal Plant Vote 


HE electorate of the city of Jacksonville 

last month voted 4,470 to 1,481 in favor 
of a municipal electric plant, to compete with 
the Illinois Power & Light Corporation. The 
Public Works Administration. has allotted a 
gift of $189,000 and a loan of $231,000 to this 
project. 

Previous to the election, the Southern II- 
linois Reciprocal Trade Association petitioned 
Public Works Administrator Harold L. Ickes 
to rescind the allotment of PWA funds for 
building the municipal electric plant, which is 
to be equipped with oil burning engines. The 
association protested the project would rob 
coal miners and railroad workers of employ- 
ment and wages. 


Rates Voluntarily Reduced 


A=. for the voluntary reduction of elec- 
tric light and power rates in Granite City, 
Madison, Venice, and Nameoki was announced 
early last month by E. G. Schmitt, district 
manager of the Illinois Power and Light Cor- 
poration. It was said the deductions for vari- 
ous types of service would range from 13.8 
per cent to 20 per cent, and it was expected 
they would be approved by the Illinois Com- 
merce Commission. This is the fourth reduc- 
tion made by the company since 1929, the 
stated purpose being to encourage more ex- 
tensive use of electricity. The top domestic 
rate in 1929 was said to have been 9.9 cents, 
compared with the proposed new maximum of 
6.2 cents. 


Indiana 


Demands Action 


HE Indianapolis city utilities district early 
last month served notice on the Indian- 
apolis Gas Company that it would cease pay- 
ing it lease rentals such as were paid by Citi- 
zens Gas Company after March 9th this year. 
The notice was in the form of a resolution 
adopted unanimously by the board and for- 
warded to the Indianapolis Company. 
Adoption of the resolution followed a 3- 
month period in which little or no progress 
had been made toward a settlement by nego- 
tiations of the differences between the Indian- 
apolis Gas Company and the utilities district 
of the disagreement over the terms of the 
99-year lease between the Citizens and In- 
dianapolis companies, which lease covered a 
large part of the gas plant in Indianapolis. 
The lease, negotiated iri 1913, required the 
Citizens Company to pay the corporate ex- 
penses of the Indianapolis Gas Company, in- 
cluding taxes, 5 per cent interest on bonds, 
and 6 per cent dividends on common stock. 
Under its terms the Citizens Gas Company 


operated the plant of the Indianapolis Company 
as a part of its own plant. When the utilities 
district took over the Citizens Gas Company’s 
property September 9, 1935, it declined to ac- 
cept the terms of the lease, taking the posi- 
tion that the trustees of Citizens Gas, a public 
charitable trust, had no authority to bind its 
trust beyond the life of the trust. 

However, in the interest of an undivided 
gas service to the community, the utilities dis- 
trict offered to continue operating the Indian- 
apolis Company’s property for six months on 
the same terms as the Citizens Company had 
operated it in order to afford opportunity for 
negotiation of a settlement. 

In the event of continued failure to negotiate 
a settlement of this lease difference, the utili- 
ties district has the authority to condemn the 
Indianapolis Gas Company’s property either 
in whole or in part. The Indianapolis Com- 
pany has the option of attempting to maintain 
the lease with Citizens Gas in the courts or 
of taking over and atterapting to operate the 
plant as a private utility in competition with 
the municipally owned gas company. 


Kentucky 


“from top to bottom, eliminate waste, graft, 
and extravagance, and place the State in a 


Recommends Reorganization 


AT reorganization of the form of the 
Kentucky Public Service Commission but 
not necessarily its personnel, may result from 
the activities of the newly inaugurated Gov- 
ernor Chandler. In his message to the legis- 
lature, Governor Chandler announced the for- 
mation of a reorganization commission which 
would make a study of the state government 


position to live within its income.” At pres- 
ent Kentucky has, technically at least, two 
regulatory commissions—the public service 
commission, created by an act of the 1934 
legislature, and the old railroad commission, 
which was not dissolved. One of these boards 
is likely to be eliminated under any compre- 
hensive reorganization plan. 
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Maryland 


Reduction in Telephone Rates 


| a rer ng for a reduction in telephone 
rates in Baltimore City and in the coun- 
ties which have been in progress for several 
weeks between the public service commission 
and officials of The Chesapeake and Potomac 
Telephone Company of Baltimore City were 
concluded on January 22nd. 

As a result, a new schedule of rates was 
agreed to be submitted by the company to 
bring about reductions amounting to $512, 300 
per annum, which, with reductions approved 
by the commission in the last few months 
will result in a total saving to telephone users 
throughout Maryland of 2,000 per annum. 
The commission had contended, in its litiga- 
tion with the company last year, for a reduc- 
tion of $1,000,000 in intrastate rates. It was 
not successful in this litigation, which was 
carried to the Supreme Court of the United 
States. 

By this settlement another long rate case 
which would have required a detailed inven- 
tory and pricing of all items of the company’s 
property, which it is estimated would take 
about two years, is avoided, and the reductions 
agreed upon will become effective for all serv- 
= rendered and billed on and after February 
st. 

By the adjustments in rates the toll rates 
between the Catonsville, Pikesville, Towson, 
and Woodlawn exchanges, and Baltimore will 
be reduced from 10 cents to 5 cents. This is a 
reduction for which the commission has con- 
tended for a long time, and which has been 
much desired by the residents of the suburbs 
who live in those exchange areas. This 
reduction alone involves a reduction in com- 
pany revenues of $125,000. 

The individual direct line flat rate for Balti- 
more subscribers which heretofore has been 
$6 per month will be reduced to $5.50. The 
individual line 50-message rate will be re- 
duced from $4 to $3.75 per month and the two- 
party line 35-message rate will be cut from 
$2.75 to $2.50 per month. These changes, 
which affect all domestic subscribers in Balti- 
more, will result in a reduction of company 


revenues of $226,400 per annum. In addition, 
a flat rate, two-party line service at $4.50 per 
month will be established. 

The individual line and private branch ex- 
change message rate, after the first 250 mes- 
sages, has been reduced from 32 cents per mes- 
sage to 3 cents flat. This is the service used 
by business houses in Baltimore. This change 
involves a reduction in company revenues of 
$73,700 

Reductions in exchange rates for residential 
service in the counties have been general 
where the status of the exchange has not been 
affected by substantial increases in the num- 
ber of subscribers attached to an exchange 
which would automatically bring it to a higher 
rating, and accordingly, a higher charge for 
service. In spite of a change in the status of 
an exchange to a higher rating, however, no 
increase in rates will follow. The reductions 
in exchange rates outside of Baltimore City 
will curtail company revenues by 
Other changes of a minor character will bring 
the total of the reductions now agreed upon to 
the figure already given, $512,300. The reduc- 
tions in rates will affect approximately 100,000 
of the company’s 149,000 subscribers. 

The commission feels that the adjustments 
agreed upon are distinctly in the public in- 
terest, as a very substantial part, if not all 
that could be secured by another intricate, 
complicated, and costly proceeding extending 
over about two years, is secured at once. 

One very interesting phase of the situation 
brought out in the negotiations was the in- 
crease in taxes since the commission began 
its investigation of the company’s affairs in 
1933. This has amounted to approximately 
$300,000 a year which would have to be de- 
ducted from any reduction which the com- 
mission might order. For 1935 the taxes for 
state, county, and municipal purposes amount- 
ed to $1,196,795, while Federal taxes amount- 
ed to $434,645, a total of $1,631,440. This 
figures out to $10.93 per subscriber, and takes 
12.32 per cent of the total revenues of the 
company. In other words, the amount paid by 
the company for taxes averages $10.93 per 
subscriber per annum. 


Massachusetts 


to the legislature. The plant in Peabody re- 


Municipal Profits 


Parr of more than 8 per cent was made 
by six municipal gas and electric plants in 
the state, and yet they failed to make reduc- 
tions in their rates, as required by the law, 
it was revealed last month by the annual re- 
port of the state department of public utilities 


ported a return of 30.38 per cent from its 
investment, while the other plants averaged 
about 10 per cent. 

When asked what action was taken against 
such companies as those that failed to reduce 
their rates when they showed excess profits, 
Chairman Henry C. Attwill of the utilities 
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commission said the law only provides that 
his commission report the companies to the 


legislature. He said there is no penalty in- 


vol 


Mississippi 


Ends Power Surcharge 


HE mayor and board of aldermen of 

Tupelo at the January meeting voted a 
resolution discontinuing surcharges on all in- 
dustrial and commercial electricity accounts 
in the city, effective February Ist, thereby 
netting commercial and industrial consumers a 
large savings on electrical power. Hereto- 
fore all commercial and industrial electrical 
accounts of the city were required to pay the 
surcharge, which amounted to 10 per cent of 
the total amount of their electrical account. 


The mayor revealed that the income to the 
city from electrical profits had been more than 
adequate to take care of taxes, reserves, in- 
terest on the city’s equity, and all other ex- 
penses chargeable to the light department. 

Removal of the surcharge was said to make 
Tupelo the only city in the state where there 
does not exist a surcharge. David E. Lilien- 
thal, director of the Tennessee Valley Au- 
thority, through which Tupelo is supplied elec- 
trical energy, wired his congratulations to 
the oa following notification of the re- 
moval. 


Nebraska 


Considers Power Proposal 


HE Kearney city council last month was 

reported to be considering a report pre- 
sented by the water commissioner which esti- 
mates the cost of a proposed municipal power 
distribution system at $150,000. The proposal 
is that power he obtained from the Platte val- 
ley public power and irrigation district. 


Municipal Electric 
Rate Cut 


A 10 per cent reduction in rates to patrons 
of the Arapahoe municipal electric dis- 
tribution system was announced January 10th 
by the village counsel. The new rates be- 
came effective immediately. 


New Jersey 


Light Bill Again Introduced 


A= Camden light plant bill was intro- 
duced in the legislature last month by 
Senator Burling, patterned after one intro- 
duced at the 1935 session. The new bill per- 
mits Camden to issue construction bonds to be 
— wholly from profits derived from the 
plant. 

The bill stated that the bond issue would 


not be considered a debt chargeable against 
taxpayers, and that default in principal or 
interest would not entitle holders to en- 
force payment through taxation. Opponents 
of previous measures based on the issuance 
of regular city bonds held the city’s borrowing 
capacity already was above the legal limit. 
Citizens of Camden have twice voted over- 
whelmingly in favor of construction of the 
municipal plant. 


_ New Mexico 


Seeks Vote on Utility Sale 


EARINGS before the Securities and Ex- 
change Commission in Washington, D. 
C., last month, upon application of the Texas 
Utilities Company to acquire the utility as- 
sets of the New Mexico Utilities Company, 
were complicated by the appearance of U. S. 


Senator Hatch of New Mexico. Senator 
Hatch protested against giving the permission 
unless the people of Clovis voted approval of 
the proposal. 

Appearing as a citizen of Clovis and a tax- 
payer, Senator Hatch said consumers whose 
interests were at stake in such transactions 
usually had no voice in the matter, and all too 
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frequently were victimized. He felt, he said, 
that a great moral responsibility rested on the 
commission in such matters. While making 
his direct plea only in behalf of the people 
of Clovis, he indicated that, if such a thing 
were possible, a general policy of giving to 
citizens of communities served an opportunity 


to register their opinion in referenda on trans- 
fers of assets of one company to another would 
be advantageous to the public interest. 

The Senator declared he believed it would 
be possible for the people of Clovis to go to 
the New Mexico courts and obtain an injunc- 
tion enjoining the sale. 


New York 


City Demands Tax 


sh city of New York is attempting to 
collect $14,000,000 from .the American 
Telephone and Telegraph Company for pay- 
ments it declares should be made in compli- 
ance with the utility tax law which has been 
in force for several years as a relief fund 
measure, it was revealed last month. Should 
the attempt be successful, steps will be taken 
to collect about $4,000,000 from other cor- 
porations under similar circumstances. The 
decision to attempt to force collection of the 
$14,000,000 was taken by officials of the Emer- 
gency Tax Division of the Finance Depart- 
ment after a series of hearings. The tele- 
phone company contends it is not a utility but 
rather a holding company and is therefore lia- 


ble for only $25,000 under the city’s business 
tax. 

It is said the key of the whole situation is 
whether the telephone company is a business 
corporation, as the city says, or a holding 
company. In support of the city view Morton 
Baum, head of the legal bureau in the emer- 
gency tax division, holds that it is not cus- 
tomary for a holding company to own patent 
rights and finance its own subsidiaries as the 
American Telephone and Telegraph Company 


oes. 
City fiscal offices expect the matter to be 
carried through the courts, probably going to 
the Supreme Court of the United States for a 
final decision. 
This litigation is expected to take several 
years, it is said. 


Ohio 


Makes Concessions 


order to break up a deadlock in the city 
council on the proposition of electing a 
mayor for Cincinnati which, for the first week 
of 1936, had to get along without one for the 
reason that the council, which has this re- 
sponsibility, could not bring itself to elect one, 
concessions were made to a single radical 
member, the Rev. Herbert S. Bigelow, single- 
taxer, foe of the utilities, and defender of the 
“New Deal,” who held the balance of power, 
and proceeded to make the most of it. 

Chief among the concessions were the nom- 
ination of Mr. Bigelow as chairman of the 
important public utilities committee, promise 
of an investigation into electric rates and the 
TVA, with a view to the possible adoption of 
a policy of municipal ownership, and support 
for his home rule tax plan. The concessions 


were “arranged” by the so-called “good gov- 
ernment” faction of the city council which 
supports the city charter. 


Light Rates Reduced 


OLUNTARY rate reductions estimated to 
produce annual savings of $960,000 to resi- 
dential and commercial customers of the Ohio 
Power Company in the Zanesville district, 
were announced recently by C. J. Killian, dis- 
trict superintendent of the company. The 
new rates in Zanesville will benefit more than 
220,000 residential and commercial patrons. 
A reduction in domestic and commercial 
electric rates from 6 to 5 cents for the first 
30 kilowatt hours, effective April 1, 1936, was 
announced by the same company for consum- 
ers of Coshocton. 


ae 
Rhode Island 


mended three major moves on public utilities 
—permissive city and town operation of their 
own plants, stricter state regulation, and a 
state survey of rates and properties. 
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Besides the recommendation that the legis- 
lature allow cities and towns to generate and 
distribute electricity and to operate publicly 
owned plants, subject to state regulation, the 
governor asked that the state division of pub- 
lic utilities be given far greater power over 
all utilities companies. uch companies, he 
declared, should be prevented from issuing se- 
curities, or making contracts with other utili- 
ties, or consummating mergers, reorganiza- 
tions, or consolidations without obtaining ap- 
proval of the state division. Anticipating that 
the state division’s request for Federal ap- 
proval of a proposed $230,000 WPA project 
might be rejected, Governor Green suggested 
a state appropriation to make possible a sur- 
vey of rates and properties of electric utility 
companies. He named no specific sum. 


It was said that prospects are good for 
passage of such utility legislation in the lower 
house but, with the possible exception of the 
second point, it was said to be doubtful, 
whether the governor’s recommendations 
would be followed by the senate. It is signifi- 
cant to note that the governor has apparently 
changed his opinion about commission regula- 
tion, as compared to legislative regulation. 
Last year he urged a general rate investiga- 
tion by the legislature. This year he thinks 
the job should be done by the state regulatory 


y. 

The governor’s suggestion this year of legis- 
lation to allow municipalities to own and op- 
erate their own plants was touched on in his 
1935 message, but not so explicitly or exten- 
sively. 


South Carolina 


Message to Legislature 


ie his address to the general assembly Jan- 
uary 14th, Governor Johnston advocated 
an additional tax on power companies de- 
veloping hydroelectric energy. The governor 
pointed out that such companies “merchan- 
dise the natural resources of this state, and 
they should bear their just proportion of the 
tax load. They cannot rightfully call a just 
additional tax a burdensome one, because they 
have heavily profited in the past years and 
are still doing so.” 

Incidentally, the governor revealed that he 
recently made a trip to Washington, D. C., 
to see if something could not be done “to 
keep the power companies from interfering 
with the rural electrification program.” 


Withdraw Injunction Petition 


| iy: John J. Parker, of the U. S. Fourth 
Circuit Court of Appeals, on January 18th 
signed an order dissolving a 3-judge hearing 
which had been set for January 21st on the 
suit of three power companies for injunctions 
against the proposed $37,000,000 Santee- 
Cooper power project in South Carolina. 
The case was remanded for trial in the east- 
ern district of South Carolina. Judge Parker 
signed the order, he said, because the plaintiffs 
had withdrawn their petition for an inter- 
locutory injunction pending a hearing on the 
merits of the case. The plaintiffs were the 
Carolina Power and Light Company, the 
Broad River Power Company, and the South 
Carolina Power Company. 


Wisconsin 


Farmers Sue Utility 


A injunction to restrain the Wisconsin Gas 
and Electric Company from extending 
its electric lines in Hartford, Erin, and Rubi- 
con townships, Washington county, was sought 
recently by a group headed by Assemblyman 
Adam Poltl The group represented 240 
farmers who propose to form an association 
and borrow funds from the Federal Rural 
Electrification Administration to build about 
70 miles of electric line and purchase electric- 
ity from the Hartford municipal electric utility. 

Poltl, mayor of Hartford, claimed the gas 
and electric company is extending its lines in 
these three townships without getting perniits 
from the town boards, and the state highway 
and public service commissions as required by 


law. The Hartford and Erin town boards 
in joint meeting adopted a resolution urging 
the commissions to begin proceedings to pre- 
vent the company from continuing to extend 
its lines until it complies with statutory re- 
quirements. 

The Rubicon town board last December re- 
voked a permit granted the company in 1926. 


Electric Rates Cut 


REDUCTION of $77,000 a year on store, 

office, shop, and factory electric rates 
of the Wisconsin Gas and Electric Company, 
effective after January meter readings, was 
ordered January 19th by the state public 
service commission. About 6,700 customers 
will benefit under the new rates. 
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Reconstruction Cost Estimates at Depression 
Prices Disapproved 


eB supreme court of Washington, 
in upsetting department findings on 
water rates, found that the department 
had abused its discretion in fixing the 
valuation of the operating property. 
Among other things, it was said: 


The fair value of the property, which is 
and must be the basis for rate making, is 
not necessarily synonymous with reconstruc- 
tion cost depreciated, especially so where, 
as here, the reconstruction cost is based 
upon abnormally low prices. To base rates 
on such reconstruction cost is to deny to 
appellant all of the benefits of returning 
prosperity which is now generally believed 
to be at hand. Los Angeles Gas & E. Corp. 
v. California R. Commission, 289 U. S. 287, 
P.U.R.1933C, 229. 


Error on the part of the department 
was also found in connection with its 
estimate of future operating expenses 
and other proper deductions from gross 
revenue by the disallowance of increased 
labor costs, the disallowance of the cost 
for services of tax, sanitary, and other 
experts, the failure to make sufficient 
allowance for taxes, the elimination of 
certain items of general expense, and 
in refusing to allow all of the expense 
actually incurred by the utility company 
in the rate case. State ex rel. Oregon- 
Washington Water Service Co. v. De- 
partment of Public Works of Washing- 
ton et al. (51 P. (2d) 610). 


e 


Bidding Required on Issuance of Securities 


HE public utilities commission of 

the District of Columbia entered an 
order providing that applications for 
authority to issue securities payable in 
more than one year from date of is- 
suance shall contain a provision that 
bids shall be solicited from at least 
three responsible unaffiliated financial 
institutions, at least two of whom shall 
not be affiliated with or financially in- 
terested in the applicant company and 


e 


that all bids will be submitted to the 
commission. 

Provision is. made, however, for the 
sale of securities directly by utility com- 
panies through their own organizations 
to their employees and the public under 
such terms and conditions as may be ap- 
proved by the commission. Re Issu- 
ance and Sale of Stocks, Bonds, or 
Other Evidences of Indebtedness (P. 
U. C. No. 2982, Order No. 1465). 


Straight-line Depreciation Method Approved 


BSERVATION of property should be 
O made a factor in every method of 
determining accrued depreciation but 
accrued depreciation should be deter- 
mined by the straight-line method, ac- 
cording to a recent decision by the New 
York commission. Chairman Maltbie, 
in an opinion concurred in by two other 
commissioners, explained the majority 


view, while Commissioner Van Namee 
approved the observation method. 
Observation, said Chairman Maltbie, 
is important, whatever method is used, 
since (except possibly where obsoles- 
cence is the sole or principal cause of 
retirement) whatever may be true as 
to conditions generally, one can deter- 
mine the amount of accrued deprecia- 


277 





PUBLIC UTILITIES FORTNIGHTLY 


tion actually existing in the property 
only after an inspection of the property 
and an examination of the records of 
the company have been made. 

The life of boilers, for example, may 
ordinarily be about fifteen or twenty 
years, but the life of a particular boiler 
depends upon many factors varying 
from place to place. One factor is the 
kind of water used. Another factor is 
steam pressure. Again, boilers which 
are well maintained and retubed at the 
first indication of need will have longer 
lives than those not carefully main- 
tained and not frequently retubed. 

Chairman Maltbie discussed the 
straight-line and sinking-fund methods, 
both of which would result in deprecia- 
tion estimates on the basis of the life of 
the property. 

He criticized the sinking-fund meth- 
od, which is based on the assumption 
that depreciation accumulates not in di- 
rect ratio to age (a straight line), but in 
a curved line coincident with the sink- 
ing-fund curve, because in the first place 
if unanticipated retirements are made to 
any appreciable extent in the earlier 
years, the fund will be deficient, as it 
depends so largely upon the accumula- 
tions of interest. 

Further, he said, the sinking fund is 
a very difficult method to apply. As a 
matter of experience, it has been found 
that the application of the sinking-fund 


method is very difficult and that unless 
those in charge thoroughly understand 
its operation and live up to every re- 
quirement, it does not adequately pro- 
tect the investment. For this reason, he 
pointed out, municipalities had substitut- 
ed serial bonds bearing definite maturity 
dates in place of sinking-fund bonds. 
The uncertainty of earnings of a sinking 
fund was also mentioned. 

Whatever method is adopted for de- 
termining accrued depreciation, in the 
opinion of the New York commission, 
the same method must be used for de- 
termining annual depreciation allow- 
ance. 

A recent decision by the appellate 
division of the supreme court holding 
that the commission did not have power 
to compel utilities to use the straight- 
line method in depreciation accounting 
was not considered applicable to a de- 
termination of depreciation in fixing 
rates. It was said that the commission 
had repeatedly exercised authority to de- 
termine accrued depreciation for nearly 
thirty years and its power to do so had 
been upheld by the courts as far back as 
1913. A decision as to the system of 
accounts was said to be a separate and 
distinct matter and could not be assumed 
to have reversed the determination of 
the court of appeals in various cases 
cited. Re New Rochelle Water Co. 
(Cases Nos. 7355 et al.). 


e 


Rates Justified by Competition 


HE California commission, in es- 
tablishing rates for rail carriers 
and motor carriers, declared that rail- 
‘roads undoubtedly have the right to 
lower rates to meet competitive condi- 
tions, although in doing so they must 
not burden other traffic. Moreover, 
reductions to meet competition must 
not accomplish a discrimination, al- 
though the existence of competition may 
make rates otherwise unlawfully dis- 
criminatory not subject to such charac- 
terization. 
Carriers cannot properly reduce rates 


to meet a fancied competition which 
might never occur, the commission 
said, but they are not, however, forced 
to wait until competition is actually in 
operation and their traffic lost to them, 
perhaps permanently. Threats by ce- 
ment mills to establish plant facility 
trucks were held under the facts before 
the commission to be so real and im- 
minent that railroads were fully justi- 
fied in acting before such competition 
became a reality and the cement busi- 
ness was lost to such carriers irretriev- 
ably. 
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With respect to motor carrier rates 
it was held that the rule that the min- 
imum rate should not be higher than 
rail rates applied only to transportation 
service, while the accessorial service of 
unloading performed by the highway 
carrier and not by the railroad clearly 


called for an added charge. The com- 
mission expressed the opinion that it 
is utterly impossible to place rail and 
truck transportation on an absolute 
equality. Re Los Angeles & Salt Lake 
Railroad Co. et al. (Decision No. 
28334, Case Nos. 3981, 4071). 


e 


Municipal Competition with Electric Company 
Permitted in Pennsylvania 


HE Pennsylvania commission, in de- 

termining that the authorization of 
the construction and operation of a mu- 
nicipal electric plant was necessary and 
proper for the service, accommodation, 
convenience, and safety of the public, 
declared that its policy of regulated 
monopoly could not be allowed to 
harden into a restriction which would 
disregard the circumstances of a given 
case. The commission continued : 


If the administrative policy operates to 
limit administrative discretion, the body 
enunciating the policy has bound itself by 
its own chains, and the policy formulated 
to accomplish public welfare and advantage 
may operate to defeat those ends. 


Former decisions denying authority to 
compete were reviewed, and it was 


pointed out that in these decisions the 
commission had intimated that such de- 
nial of authority was not an unalterable 
policy and that competitive service by a 
municipality might be favorably looked 
upon under certain circumstances. The 
appellate courts of the state, it was said, 
had taken a similar view in their re- 
ported opinions. 

The company operating in the 
borough did not hold an exclusive fran- 
chise but was-operating under a fran- 
chise which expressly reserved to the 
municipality the right at any time to 
erect, maintain, and operate a municipal 
plant for the manufacture, distribution, 
and supply of electricity to the public. 
Re Borough of Myerstown ( Application 
Docket No. 32870). 


e 


Telephone Service Denied Because of 
Unauthorized Connection 


ELEPHONE subscribers complained 

to the Missouri commission be- 
cause of the discontinuance of service. 
The owner of the exchange answered 
that lines of nonsubscribing rural tele- 
phone users had without authority been 
connected to the subscribers’ instru- 
ment. The commission dismissed the 
complaint. 

The subscribers owned two farms at 
one of which was an instrument fur- 
nished by the telephone utility. A pri- 
vate line extended to the other farm, 
and it was discovered that lines connect- 
ing with a small group of farm tele- 
phone users (not connected with any 


exchange) were run to this farm and by 
a switch connection could be connected 
with the utility’s telephone. The com- 
mission observed that the utility had not 
offered to furnish telephone service un- 
der such conditions and that such con- 
nections lead to confusion among other 
subscribers who are attached to the line, 
and reduce the quality of service. It 
was said: 

From the facts in this case it is found 
that the defendant has not acted arbitrarily, 
but within his rights, in denying the com- 
plainants telephone service, as long as they 
follow the practice of connecting other lines, 
either their own or those owned by other 
parties, to the defendant’s line. If the com- 
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plainants desire telephone service from the 
defendant they may secure it under the 
same terms and conditions as any other 
subscriber. We do not find that the de- 
fendant has violated paragraph 3 of § 87 
of the Public Service Commission Law 


by denying the complainants telephone 
service under the conditions under which it 
was attempted to be secured. 


Hunsicker Bros. v. Ray (Case No. 
9071). 


7 


Partial Interstate Carriage As a Subterfuge 
to Avoid Regulation 


DECISION by the Pennsylvania com- 
mission that motor carrier opera- 
tion from a point in Pennsylvania to a 
junction point in Maryland and then to 
another point in Pennsylvania was in 
the nature of a subterfuge to avoid state 
regulation because of interstate opera- 
tion was reversed by the superior court 
of Pennsylvania. 

The route traveled by busses between 
Philadelphia and Pittsburgh through 
Emmitsburg, Maryland, is 303 miles in 
length while the route through Gettys- 
burg, Pennsylvania, is 10 miles shorter. 
The territory between Emmitsburg and 
Gettysburg is a place where lines pass- 
ing east and west and north and south 
naturally meet and a point of inter- 
change or junction for passenger routes 
in the vicinity is necessary. The court 
found several advantages in the selec- 
tion of Gettysburg within the state of 
Pennsylvania rather than Emmitsburg 
in Maryland as the junction point, but 
there was also uncontradicted evidence 
that routes through Emmitsburg had al- 
so been selected by other carriers, there- 
by indicating that such a route was 
proper and necessary for accommoda- 
tion of the public. This fact with other 


facts convinced the court that the de- 
tour through the Maryland point was 
not a mere subterfuge to avoid regula- 
tion. 

The court in summarizing the applica- 
ble law said that transportation between 
two points in the same state by a normal 
route which is partly in another state 
is interstate transportation; that while 
to constitute interstate commerce by a 
bus line it is not sufficient that busses 
cross a state line but they must transport 
passengers or goods interstate or intend 
in good faith to do so. Actual transpor- 
tation is interstate commerce and wheth- 
er interstate service is necessary, proper, 
or convenient is not a matter to be deter- 
mined by the state. 

The court sustained findings of the 
commission, however, that the carrier 
had unlawfully engaged in interstate 
transportation in carrying passengers 
between points in Pennsylvania without 
passing out of the state by the subter- 
fuge of selling tickets to or from a point 
outside of the state when the passenger 
had no desire to leave the state of Penn- 
sylvania. Nevin Bus Lines, Inc. et al v. 
Public Service Commission et al. (No. 
22). 


e 


Delay in Application for Permit to Operate 
As Matter of Right 


I there a time limitation on the filing 
of an application by a motor carrier 
for authority to operate as a matter of 
right following the enactment of a mo- 
tor carrier regulatory law when the stat- 
ute does not fix a time limitation? This 
question was answered in the affirmative 


by the Maine commission in a case 
where a permit was denied because the 
application had been delayed for some 
six months without a showing of a rea- 
sonable excuse. 

A judicial decision had previously been 
made in Re McLay (1934) 133 Me. 175, 
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175 Atl. 348, that it was not necessary 
for an applicant to file his application 
with the commission within fifteen days 
of the effective date of the motor carrier 
act. Nevertheless the commission de- 
clared that it is the general rule of law 
that when no particular time is specified 
for the exercise of a right or privilege, 
the law presumes that a reasonable time 
was intended. The commission, after 
quoting from the law providing for the 
granting of permits as a matter of right 
to operators who had formerly been en- 
gaged in the business, continued : 


: necessarily this was a right or 
privilege which the statute, considering all 
of its provisions together, contemplated 
should not be indefinitely or permanently 
extended but should be exercised within 
a reasonable time, thus carrying out the 
prime purpose of the act which was to 
confine the number of highway carriers 
operating over a given route to such num- 
ber as the public necessity and convenience 
should really require. What constitutes a 
reasonable time, when this is not expressly 
fixed by the statute, must therefore be 
determined in the first instance by this com- 
mission. 


Re Knightly (X-620). 


Refund on Tract Water Main 


HE owner of a real estate develop- 

ment, desiring to obtain water serv- 
ice for prospective purchasers of lots, 
contracted with a water utility to lay a 
water main on certain streets at its own 
expense on condition that the company 
would repay the expense of such main 
when water rates derived by the com- 
pany “ from the takers of water from 
said main” should amount for three con- 
secutive years to 10 per cent annually 


e 


upon the cost incurred for the main. 

The circuit court of appeals, second 
circuit, held that there was nothing in 
the contract which necessarily limits t e 
words “from the takers of water from 
said main” to persons who tapped it 
directly, but that the real estate com- 
pany should be credited with revenues 
from extensions thereto. Sterling 
Homes Co., Inc. v. Stamford Water Co. 
(79 F. (2d) 607). 


Rate Powers of Oklahoma Commission Sustained 


TT supreme court of Oklahoma 
sustained the jurisdiction of the 
corporation commission to fix rates for 
cotton ginning and held that the pro- 
cedure for hearing and determination 
of a rate proceeding as authorized by 
the state Constitution and statutes was 
not violative of the due process or equal 
protection clauses of the Federal Con- 
stitution. 

The court, in reviewing the commis- 
sion’s action, it was held, should act 
judicially and not legislatively. A stat- 
ute purporting to invest the court with 
legislative authority was declared to be 
unconstitutional. 

A rate fixed by the commission was 
said to be prima facie just and not sub- 


ject to judicial interference unless be- 
yond the power the commission could 
constitutionally exercise, beyond its 
statutory power, based upon a mistake 
of law, or so low as to be confisca- 
tory. 

Additionally it was declared the court 
could interfere if the commission acted 
arbitrarily or unjustly to fix rates con- 
trary to the evidence or without sup- 
porting evidence, or if it exercised its 
authority in an unreasonable manner 
so as to be within the elementary rules 
that the substance and not the shadow 
determined the validity of the exercise 
of power. Oklahoma Cotton Ginners’ 
Asso. et al. v. State et al. ore P. (2d) 
327). 
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